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WHAT SHALL 
BE DONE ABOUT 
TRUSTS? 


FIRE UNDERWRITERS 
SHOULD READ 


In November INSURANCE ECONOMICS 
an important contributed article on the 
attitude which fire insurance interests 
should take upon the trust question. 
The interests of agents and companies are 
closely affected by industrial consolida- 
tion, and this problem is admitted by all 
to be a momentous one. What shall be 
done to protect insurance interests? is a 
vital question, and will be treated by Mr. 
Otto E. Greely of Minneapolis, President 
of the Fire Underwriters’ Association of 
the Northwest. Mr. Greely is one of the 
ablest and most thoughtful fire under- 
writers of the West, a close student of the 
business from an economic point of view, 
and a vigorous and interesting writer. 
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MORE EVIDENCE 
OF FRIENDLY 
INTEREST 


We hope Mr. Putnam’s Boston insurance 
journal experiment will prove a success. 
The business needs just such an organ, of 
the character indicated by the title ‘ IN- 
SURANCE ECONOMICS ;”’ but the paper, not- 
withstanding its superior merits, cannot 
live on dollar subscriptions, and insurance 
advertisements seldom reward merit alone, 
as we have observed. Coast Review 
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THE SAYERS’ ANTI-TRUST CONFERENCE AND INSURANCE. 


By GEORGE D. MARKHAM. 


The managers of insurance capi- 
tal and their local agents are equally 
in danger from the hostile legisla- 
tion that is spreading so rapidly 
over the states of our country. 
Unless this apparent spirit of re- 
venge can be conciliated, the bad 
laws repealed, and reasonable laws 
enacted, we may expect that this 
tendency towards destructive state 
interference will spread even more 
swiftly than heretofore; for many 
other states are ripe for the deima- 
gogue’s cry of ‘‘ Down with the In- 
surance Trust.”’ 

In many states the people think 
insurance rates oppressive, and in 
such communities, no more than in 
former cases, may we hope that the 
scattered and discordant insurance 
interests will mass their forces in 
time to prevent defeat and ill treat- 
ment. 

But let this attack on insurance 
continue to grow in bitterness and 
spread in extent, and the era of 
‘‘Industrial Consolidation’’ of in- 
surance companies will come on 
apace ; to be bewailed by many a 
manager who is out of a job, and 
many an agent who is bereft of com- 
panies. If, however, a general 
movement could be inaugurated in 


the states that are now most severe 
on the insurance business, to reverse 
the tendency, we might not only re- 
deem these states, but could prob- 
ably save the states now threatened. 

Can such success be achieved? 
Yes, I believe it can. I base my 
views to a considerable extent on 
information obtained from high 
state officials, editors and politicians 
recently in St. Louis attending Gov- 
ernor Sayers’ anti-trust conference. 
That they were competent witnesses 
as to public opinion in their states, 
will hardly be questioned. 

To change the opinions of the 
public in a great commonwealth re- 
quires plenty of missionaries, and 
each must be well equipped to plead 
the cause with convincing effect. 
In state local agents’ associations 
these missionaries may quickly be 
enrolled. At the conventions of 
such associations the agents become 
fired with enthusiasm, and from 
these conventions the best educa- 
tional material is sent to the ‘‘ Stay 
at home’’ agents, in the shape of 
reports of the addresses and pro- 
ceedings of the conventions. 

But is the task of converting a 
great and vigorous American state 
from the error of its anti-insurance 
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ways too great to be accomplished, 
even if the full strength of the local 
agents is put forth? On this point 
let me give one clear impression 
gained from the Sayers’ conference. 
There is no substantial hostility to 
insurance in the minds of the prac- 
tical politicians. Towards the in- 
dustrial trusts there seems to be real 
bitterness of feeling,—the sort of 
distrust and hatred that is deep and 
dangerous. As regards insurance, 
there was a general understanding 
of the fundamental fact that insur- 
ance was essentially a mutual busi- 
ness operated by the people of each 
community, — the non-burning pre- 
mium payers bearing the losses,— 
and a recognition of the contrast be- 
tween the partnership relation of 
people and the insurance companies, 
as compared with the external and 
unrelated position of an industrial 
trust that seeks to control the supply 
and price of a commodity. 


CAUSE OF HOSTILITY TO INSURANCE 
COMPANIES. 

Whatever hostility to insurance 
was found could apparently be 
traced to a belief that insurance 
companies were deliberately sus- 
taining a falsely high premium in 
rating associations while pretend- 
ing to be seeking only rates that 
were necessary to pay losses plus 
reasonable margin of profit. As 
the state records of the results of 
underwriting in the communities 
from which most of these gentle- 
men hailed, showed no margin of 
profit, this mistake was easily cor- 
rected. But note that this objection 
was not urged against the use of the 
united rate, but the abuse of it. 

That this delusion of the exhorbi- 
tant rate is, however, wide spread 


Monthly Journal of Insurance Economics. 


among the people seems proved by 
the fact that astute politicians in so 
many states find profit (I mean, of 
course, only political popularity) in 
attacking insurance companies.’ Let 
us, therefore, hasten the organiza- 
tion of state associations of local 
agents, pledged to spread abroad 
the demonstration of the honesty 
and the necessity of the united rate, 
and during the time necessary for 
the building up of these organiza- 
tions, perhaps the danger of state 
persecution may be strikingly illus- 
trated by a series of failures, rein- 
surances and consolidations among 
insurance companies ; perhaps, also, 
the agency force may be purified 
somewhat, as companies find it more 
and more difficult to keep ahead of 
the losses, and thus there may be 
fewer agents of the kind that say to 
a customer — ‘‘ It is the Trust rate, 
I cannot help you,’’ or actually lead 
in the legislative attacks on insur- 
ance interests. Fewer agents and 
less eagerness for the business will 
help to convince the public that the 
margin is too low. 

All these things will prepare the 
way for a change in public opinion. 
But if we wish this change of 
opinion to come in time to save 
grave disaster to insurance capital 
and great suffering to local agents, 
we must make all haste to enroll 
and equip the local agents for a 
campaign of resolute attack all 
along the line. In nearly every 
legislative district there is an intel- 
ligent insurance agent, well ac- 
quainted with the leading men of 
his community, competent to put 
the facts before them, and able to 
say just what influences can be 
brought to bear on any member of 
the legislature who seems danger- 
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ous. Many agents themselves can 
control a number of voters. With 
these local agents organized into a 
working association, it is possible 
to so change public opinion in a 
state as to make the demagogue 
doubt the popularity of an anti-in- 
surance crusade and cause the poli- 
tician to respect the strength of the 
insurance influence. 


HOW THE AGENTS SHOULD BE 
EQUIPPED. 


The local agents who are to act 
as missionaries must, however, be 
able to convince their hearers that 
the proposed united rate will be an 
honest rate, and that the public 
need not fear overcharge if combina- 
tion is again permitted. That the 
comparison of premiums and losses 
for a series of years shows no ex- 
orbitant profit (often actual loss) 
is only partially convincing when 
the figures are totals for an entire 
state. The man whose mind is di- 
gesting such an argument is prone 
to explain the situation by charging 
the companies with throwing away 
money on some classes of business 
that he thinks abnormally danger- 
ous. 


If this demonstration by totals 
could be broken up into a few main 
classes, say twenty, it would be 
much more valuable. For our only 
hope now is to regain the confidence 
of our masters, the premium payers, 
and that confidence will surely grow 
more quickly if insurance interests 
show that they do not fear pub- 
licity, that they propose to treat 
every assured as fairly as possible, 
by leveling rates down or up as the 
losses justify or demand. The fact 
is that some explanation of rates 
appears to be ‘‘ Writ in the future.”’ 


The only choice remaining to the 
companies would appear to be the 
one of method. Insurance interésts 
may take it up for themselves, 
either in classification by companies 
or by the accumulation of loss ex- 
perience tables by the local agents’ 
associations, or they may refuse to 
move in this matter and find the 
work taken up by the state. If this 
is the situation, might it not be well 
for the leading companies to group 
their loss experience in a few classes, 
for each of these states where this 
battle must be fought. Of course, a 
table of experience thus incomplete 
would not be absolutely convincing, 
but it would be a most valuable in- 
dication of the probabilities of the 
whole equation, for the figures 
would not fall very differently in 
the remaining proportion of the 
business. If the companies lose 
their opportunity to lead in this mat- 
ter it ought to be done by the local 
agents, rather than see it get under 
state control, with all the disadvan- 
tages inherent in political manage- 
ment of a scientific question. 

At the Sayers’ conference I no- 
ticed that all appeared to agree that 
the trust habit of lowering prices at 
a competitive point, while it raised 
prices elsewhere to make up for the 
loss, was a thing the American 
people considered dangerous, be- 
cause it prevented competition from 
springing up. Many of the anti- 
trust men will agree that a trust of 
any kind is permissable that can 
prosper under the platform of mak- 
ing a price and adhering to it, thus 
depending on the true economies of 
consolidation to save a profit at a 
price below the living point of the 
competitor. Does not this give us 
a lesson in equity? How can the 
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insurance companies expect the 
public to accept their tariffs as 
minima of safety when competitive 
rates are granted? And, strangely 
enough, as Mr. Woodworth pointed 
out in his Chicago address recently, 
these competitive rates are so fre- 
quently made on trust properties 
that they seem to indicate affection- 
ate kinship between the trust and 
I do not 
overlook the problem involved in 


the rating association. 


” 


‘one price’’ rating, but from my 
experience in talking with the gen- 
tlemen of the Sayers’ conference, I 
believe it is impossible to convince 
the ordinary, 
that rates are necessary that he sees 


common-sense man 
cut every day by the very insur- 
ance people who make the claim 
that they cannot afford to write any 
lower. 
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GIVE THE AGENTS THE FACTS. 

Insurance has been stripped of its 
rights because it failed to use its 
army of agents for defence. That 
army can recover the lost privileges 
if called into service. Insurance 
has suffered in reputation and been 
classed with dangerous monopoly 
and extortion because the facts of 
the business were not made known 
to the public. To correct this be- 
lief, now firmly held by great masses 
of our people, will require a com- 
plete uncovering of accounts before 
the companies can hope to be unre- 
servedly accepted as trustees for the 
equitable collection of the fire fund. 
But although a scheme of classifica- 
tion diversified enough to be scien- 
tifically accurate cannot now be in- 
augurated, is it not well to begin 
with a partial explanation of the 
loss account? Give the missionary 
agents facts in place of opinions, 





STRIKING THE REBATE EVIL AT ITS ROOT. 


By CHARLES E. ADY. 


The resolutions adopted by the 
National Association of Life, Under- 
writers at its last meeting in Buffalg, 
marked a distinct advance in deal- 
ing with the rebate evil in life in- 
surance. The proposition to reduce 
first year’s commissions and to in- 
crease commissions after the first 
year as a means of breaking up the 
giving of extravagant rebates, was 
first brought to my attention some 
years ago by my cousin and almost 
life-long friend, Actuary Miles M. 
Dawson of New York. It at once 
appealed to me as being the only 
satisfactory solution of the problem. 
Therefore, somewhat later,I brought 
it to the attention of other life in- 
surance agents in Omaha, compos- 


ing the Life Underwriters’ Associa- 
tion of Nebraska, and especially to 
the attention of my fellow-delegates 
to the convention in Chicago in 
1894. At this convention I intro- 
duced resolutions recommending the 
adoption of reduced first year’s 
commissions and increased renewal 
commissions. 

This motion attracted no great 
amount of attention at the conven- 
tion. The-rule provided that all 
resolutions must be referred to the 
executive committee, and mine was 
so referred. As I did not care to 
disturb the established regulations 
of the convention, I did not seek 
actively to take the matter out of 
the hands of the committee and 
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bring it before the convention for 
discussion. 

Since that time I have earnestly 
championed-in private conversation, 
the proposition which I introduced ; 
but of course I claim no consider- 
able amount of credit for its having 
made its way. It has made its way 
because it was a logical thing to do 
and certain to be the thing which 
would be done after other expedi- 
ents had been tried and found want- 
ing. At the same time, the mere 
incident that I first appeared as the 
sponsor for such a proposition is the 
cause, I suppose, of my having been 
invited to discuss the matter in an 
article in the MONTHLY JOURNAL OF 
INSURANCE ECONOMICS. 


It is almost axiomatic that no 
evil can be cured so long as its cause 
is not removed. The only result of 
attempting to cure without remov- 
ing the cause is to suppress the 
symptoms and occasion an outbreak 
of some other disorder, instead. 
Physicians know this and are guided 
accordingly in their treatment of 
diseases ; and jurists also know it 
and recommend that legislation in 
addition to suppressing lawlessness, 
should also render lawlessness an 
abnormal thing by giving just laws 
to the people. 

The history of rebating as a 
gigantic evil is so recent and so 
fresh in the minds of life insurance 
men everywhere that it is scarcely 
necessary to recountit. Everybody 
knows that it did not begin until 
the old style plan of small first 
year’s commissions with renewals 
was abandoned for the more modern, 
large first year’s brokerage commis- 
sions and even with a bonus added. 

Rebate as a serious evil could not 
exist under the old scale and this 
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for two reasons, viz: First, the 
agent could not do much of it and 
make a living; and, second, the 
little that he did could not be so 
attractive as to cause the policy to 
be bought for one year only and 
without any intention to renew. 
The large first year’s commission, 
therefore, gave the opportunity to 
rebate heavily, and as some busi- 
ness was thus obtained which might 
not otherwise have been secured, 
gave an incentive to do so, also. 
But to this incentive was added al- 
most a positive order to rebate when 
a big bonus, which sometimes in 
connection with a large brokerage 


.commission amounted to as much or 


more than the entire premium, be- 
gan to be offered, based upon secur- 
ing a certain amount of business 
within a certain time. The agent 
who started out to earn this bonus 
was likely to feel compelled to do 
so by hook or crook, and often it 
was by crook. Fortunate indeed 
was his company if he did nothing 
worse than to rebate. Millions of 
dollars of business written in this 
manner has gone off the books the 
second year, leaving nothing but a 
few uninsurable policy-holders. 
The plan of reduction of first 
year’s commissions and increase of 
renewals is a thing which ought to 
be adopted by all the companies in 
unison; otherwise a great hardship 
will be imposed upon the agents of 
those companies which do adopt it. 
The reason is manifest. The brok- 
erage system for solicitors will con- 
tinue as long as any considerable 
number of companies persist in 
keeping up the brokerage system. 
Therefore, if one or more companies 
adopt the policy of reducing first 
year’s commissions, it will follow 
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that their general agents will have 
a hard time of it, being caught be- 
tween solicitors who demand large 
brokerages and companies which 
pay small first year’s commissions. 
Of course, an old and well estab- 
lished agency with a large connec- 
tion can easily cope with this situa- 
tion by paying, if necessary, some- 
thing above the first commission out 
of their own funds. Inother cases, 
no doubt, agents will have to bor- 
row from their companies or from 
others. Great care necessary, 
however, in this matter of lending 
against renewal commissions, since 
that is the way in which large brok- 
erages first came into existence. 
The deal is certain to be hard 


is 
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anyhow on newly-established gen- 
eral agencies, and particularly so, if 
only a few companies adopt the 
plan. 

The thing which really ought to 
be done is for the companies to 
agree upon a scale of first year's 
commissions, to be the maximum 
paid, also that none of their general 
agents should pay in first year’s 
commissions more than the amount 
paid them, and that no advance 
should be made to general agents 
against their renewals for the pur- 
pose of enabling them to pay larger 
first year’s commissions than are 
received by them, although ad- 
vances for other purposes might be 
allowable. 





REVIEW OF THE MONTH 


LIFE INSURANCE. 


The chief event of the past month was 
the withdrawal of the Equitable Life As- 
surance Society from 
the anti-rebate agree- 
ment. Ofthe original 
twenty-three signers, the Germania Life 
withdrew in March, 1898, while the State 
and John Hancock have withdrawn since 
the first of the current year, the latter dur- 
ing September. President Alexander’s 
notice of withdrawal is dated Sept. 19, 1899, 
but was not made public until Sept. 23. 
The day following, the Washington Life 
gave notice of withdrawal. At this writing 
none of the other companies have taken 
formal action, but several have expressed 
the opinion that the compact has proved 
ineffective, and is virtually of no binding 
force today. 

The method adopted by all of the above 
companies in withdrawing from the agree- 
ment is claimed to be irregular. The com- 
pact provides that the agreement can be 
modified or abrogated only by a “‘ majority 
of the companies party thereto, at a meet- 
ing to be called by the referee, or on the 
written request of five of said companies.”’ 
There is no provision for withdrawal in the 
form adopted by the Equitable and other 
companies. Acquiescence in the with- 
drawal of the Germania in 1898, however, 
undoubtedly formed a precedent and may 
be considered as having established an 
unwritten rule upon ‘the question. But 
notwithstanding this, the action of the 
Equitable has been publicly criticized by 
President Pattison of the Union Central 
and Vice-President Kingsley of the New 
York Life. The former expresses the 
opinion that until the agreement is abro- 
gated in the form prescribed, all companies 
are bound by the pledge, while the latter 
says ‘‘there is absolutely no way short of a 
violation of the plain terms of the rebate 
agreement by which a single company can 
retire on notice.’’ Another view of the 
situation is expressed by President Hall of 
the Massachusetts Mutual Life, who says in 
an interview published in The Standard: 


Failure of the Anti- 
Rebate Agreement. 


‘We have not regarded it (the agreement) 
as binding upon the several signatory com- 
panies since the withdrawal of the Ger- 
mania.”’ 

Vice-President Tarbell says in The Stand- 
ard; “ The Equitable had a perfect right to 
withdraw in the manner which it did. The 
agreement could be abrogated as provided 
in the tenth clause, or if the agreement is 
broken or disregarded by others or becomes 
ineffective, it may be considered null and 
void at the option of those who do not 
break it. The tenth clause is obviously 
cumulative to the general right of the con- 
tracting parties to retire from the contract 
when circumstances would seem to justify 
it, and it was therefore unnecessary to put 
in operation the machinery of the tenth 
clause of the agreement.”’ 


¥ 


From the text of Mr. Alexander’s letter 
of withdrawal it appears that his reasons 
for taking thiscourse 
are, first, theineffect- 
iveness of the agree- 
ment; second, the legal complications 
likely to arise thereunder ; third, the pro- 
posed change in agency compensation in- 
augurated by the company, which he 
claims will remove the incentive for rebat- 
ing and render the anti-rebate agreement 
superfluous. 

That the agreement has failed to accomp- 
lish what was expected of it, is almost uni- 
versally recognized. Even Mr. Kingsley, 
whose company was mainly instrumental 
in bringing about the agreement, does not 
claim that it was a success, although his 
explanation of its failure is notin its im- 
practicability, but in the bad faith of some’ 
of the signers. He claims that had other 
companies been as active in making com- 
plaints as the New York Life, it would have 
been vastly more effective. Mr. Kingsley 
points out that of forty-four complaints 
filed with the referee up to last May, thirty- 
nine were prepared and submitted by the 
New York Life, which not only complained 


President Alexander's 
Reasons. 
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of the agents of other companies, but of 
its own as well. 

The legal impediment referred to by 
Mr. Alexander is the liability for suits on 
the part of discharged agents. Mr. Kings- 
ley’s criticism of this reason is that ‘“‘ The 
fear of legal complications comes a little 
late, and will hardly do in explanation of 
such radical and sudden action.”’ 

Concerning the change in agency com- 
pensation from high flat commissions to 
lower first year commissions and increased 
renewals, which Mr. Alexander announces 
will be put in force Jan. 1, Mr. Kingsley 
does not see how this proposed change 
upon Jan, 1 renders the anti-rebate agree- 
ment superflous three months prior to that 
date. He says: ‘‘ Admitting that Mr. 
Alexander has a very serious program of 
reform beginning Jan. 1 next, would it 
have been more difficult for him to intro- 
duce this reform if the status yuo had been 
preserved? How has his program for next 
year been advanced by smashing an agree- 
ment which he had already agreed could 
not be abrogated except in a certain way? 
Admitting, for the sake of argument, that 
the Equitable has a right of immediate 
withdrawal, what menace is there in the 
ageement, what danger, what concealed 
vice ?”’ 


¥ 


In criticising the position of the Equita- 
ble Life, Mr. Kingsley speaks with his 
Mr. Kingsley accustomed plainuess. He 
Speaks Plainly. seems to take the position 

that Mr. Alexander has 
been induced to abandon the agreement by 
his associate officials in charge of the 
agency department. He states that the 
withdrawal offers no hope of immediate 
future improvement, but on the contrary 
promises something like a ‘‘debauch in re- 
bating during the next three months.’’ He 
says the withdrawal amountstoan ‘‘execu- 
tive order that Equitable agents are without 
any rules and without any restrictions as to 
rebating from this time out.’’ He considers 
it an ‘‘ignominious surrender.” 

In support of his contention that the 
action of the Equitable presages an active 
rebate war between now and January Ist, 
Mr. Kingsley publishes an agency contract 
made by the Equitable contemporaneously 
with its withdrawal, providing for a com- 
mission of ninety per cent. of premium on 
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a ‘‘ridiculously small’ amount of business 
to be placed before January Ist. In con- 
clusion, Mr. Kingsley says to the agents of 
the New York Life: ‘‘Our duty and your 
duty is plain, not only during the coming 
three months, but for the year of 1900. As 
you know from orders sent you before this 
letter of Mr. Alexander’s was written, you 
are expected to take immediate steps to 
bring about a material reduction in the 
cost of business ; and now that I have put 
in your hands all the facts with regard to 
the most serious tactical mistake which the 
Equitable has ever made, I am sure you can 
be trusted in a proper way to defend and 
preserve our interests in the field.” 

These instructions are ambiguous and 
might mean one of two things; either that 
the New York Life was prepared to meet 
the Equitable on commissions and rebates, 
or that it intended to do immediately what 
the Equitable proposes to do Jan. Ist, 
reduce the cost of placing new business. 
If the latter proves to be the case it will 
certainly be a coup d’ etat and will tend to 
neutralize the prestige gained by the Equit- 
able in announcing a reform movement. It 
is learned that on October 1 the New York 
Life announced a change of agency com- 
pensation, but we are unable to learn from 
the company, at this writing, what the ex- 
act change is. We understand that one of 
its objects is to induce the placement of 
large policies. 


¥ 


The future of the anti-rebate agreement 
is still in doubt, although the opinions thus 
far expressed are not 
hopeful. There is no 
question, however, but 
that the present methods pursued by the 
agreement in attempting to deal with the 
rebate question are thoroughly discredit- 
ed. A few of the leading insurance 
papers, more particularly The Standard, 
express the hope that the agreement will 
not be abandoned, arguing that its moral 
effects have been helpful, and that what is 
needed more than anything else is strict 
euforcement. One argument which will 
be used in support of this contention is that 
if the agreement was wholly ineffective it 
would not have been necessary for the 
Equitable to withdraw at this time, not- 
withstanding the threats of complaints be- 
fore the referee against one of its most 


Future of the 
Agreement. 
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prominent western managers. On the other 
hand, it will be urged that if the Equitable 
was truly convinced of its ineffectiveness, 
there was no reason why it should longer 
preserve the outward semblance of effective- 
ness. 

Mr. Pattison, in replying to Mr. Alexan- 
der’s notice of withdrawal, expresses the 
opinion that if a meeting of the signers of 
the agreement had been called, the Equit- 
able’s proposed methods of reform would 
doubtless have been considered, and possi- 
bly adopted. He says that so far as the 
Union Central is concerned it would be 
willing to enter another agreement or take 
any action calculated to eradicate rebating. 
Mr. Pattison has addressed a communica- 
tion to other companies in the agreement 
asking for their views regarding the con- 
tinuance of the agreement and as to the 
advisability of calling a meeting of signers 
for consultation as to what had better be 
done. He states that he is prepared to 
‘‘Join one or all the other companies in 
preparing new methods to prosecute all 
agents who practice it (rebating), and as far 
as possible ostracize all companies that 
directly or indirectly permit it.’’ 


President Rhodes of the John Hancock 
says: “‘I have more hope than faith that a 
remedy will be found, but we shall readily 
co-operate with other companies in any 
plan which may promise to be effective.’’ 

The referee has called a meeting of the 
signers of the anti-rebate agreement, to be 
held in New York, October 18. It will prob- 
ably be well attended, notwithstanding the 
apparent indifference. Most of the com- 
panies are willing to confer, if not to act. 
Noharmcan accrue from aconference. The 
commission question will perhaps be dis- 
cussed, and much light thrown upon the 
momentous problem. It is true that the 
temper of some companies today is strongly 
against further agreements of any nature 
whatever, particularly upon commissions: 
but the companies having once met and 
agreed upona plan for checking demoraliz- 
ing competition between agents, will, we 
are quite sure, not long remain without en- 
tering into some kind of a co-operative ar- 
rangement. In life insurance, as in every 
other business, modern competition is the 
death, not the life of trade, and the com- 
panies must sooner or later yield to the in- 
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evitable tendencies, and regulate that com- 
petition by mutual agreement. 


5 P 
The anti-rebate agreement was formed in 


New York city in November, 1895, at a 


History of the Anti- 
Rebate Agreement. 


meeting of com- 
panies called by 
the then insurance 
commissioner of Massachusetts. It was 
signed by twenty-three companies and pro- 
vided for the discharge of any agent de- 
clared guilty of rebating by the referee 
appointed to examine the evidence. The 
discharged agent was not to be employed 
by any member of the agreement within 
one year. Four leading companies, the 
Northwestern, Aijtna, Connecticut Mutual 
and Travelers declined to join. The agree- 
ment was formed to remedy the declared 
ineffectiveness of anti-rebate laws, rendered 
abortive mainly through the difficulty in 
securing evidence which would convict. 
The referee was not bound by the ordinary 
rules of evidence. 

Agents were at once notified of the agree- 
ment, and some of the companies which 
desired to increase its usefulness required 
agents to attach a signed affidavit to each 
application, stating that no rebate had been 
given. It is now claimed that the failure 
of all companies to require these pledges 
greatly weakened the agreement, and some 
companies which originally called for them 
withdrew them ultimately in the face of 
competition. 

The agreement proceeded without friction 
until April 1896, when an agent of the 
Mutual Life was convicted for giving a re- 
bate to another agent. The company pro- 
tested against the decision, holding that 
such a rebate was in the nature of a legiti- 
mate trade discount, and stated that it 
would withdraw if the ruling was enforced. 
The Mutual’s position was supported by 
about one-half of the companies and a 
meeting was called May 1896, to vote upon 
a proposition to allow the payment of com- 
missions to the officers, agents and other 
emyloyees of life insurance companies. 
The proposition was voted down because it 
was believed it would open the door to in- 
direct violations, by allowing applicants 
for insurance to be temporarily appointed 
asagents. This action tended to alienate 
support of the agreement. 

In the early part of 1898 it became appar- 
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ent that the agreement was not accomplish- 
ing the results desired, because the com- 
plaints filed were believed to be very small 
compared with the actual cases of rebating ; 
nor was the rule in regard to the employ- 
ment of convicted agents strictly enforced. 

The National Association of Life Under- 
writers attempted to help the situation by 
adopting a resolution, at its annual conven- 
tion in 1898, requesting that local associa- 
tions, as well as executive officials, be 
allowed to file complaints. This request 
was granted, but nocomplaint has yet been 
made by local associations, showing beyond 
controversy that the agents do not approve 
of this method of meeting the competition 
ofthe rebater. 

The original agreement did not contain 
any provision for enforcing the rule regard- 
ing discharged agents, and no effort has 
since been made to remedy. this defect. 
Cases are known where companies in the 
agreement have accepted business from dis- 
charged agents contrary to the established 
rule. 

The Germania Life withdrew in May, 
1898, claiming that the agreement was be- 
ing violated. At the time the agreement 
was adopted a fund of $10,000, raised pro 
rata according to the amount of insurance 
written, was established and replenished 
when exhausted. When the last assess- 
ment was called for many companies seri- 
ously considered the advisability of with- 
drawing, but finally decided to continue. 
Several months ago the State Mutual gave 
notice of withdrawal. The action of the 
National Association of Life Underwriters 
in July in declaring in favor of a change in 
agency compensation, showed beyond per- 
adventure that the agents had lost faith in 
the agreement, and since then withdrawals 
have been constantlyexpected. The action 
of the John Hancock and the Equitable in 
withdrawing in September merely puts into 
concrete form the feelings of many of the 
companies regarding this extraordinary 
and interesting agreement. 


¥ 


There is a prevailing opinion that the 
dissolution of the anti-rebate agreement 
Outlook for will tend to increase rebat- 
Rebating. ing, although it is admitted 

that it could hardly be much 
worse than it is at present. Nevertheless 
the moral restraint exercised by the agree- 
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ment is recognized. Pending some action 
by the companies upon commissions, the 
only restraining influence will be state 
laws. But agents have been loth to use the 
method thus provided. In Illinois, how- 
ever, an active and partially successful 
effort has been made to enforce the anti- 
rebate law. An agent of one of the large 
companies at Marion, I1l., was brought be- 
fore the local court. The company claimed 
and produced evidence to show that the re- 
bating on the part of the agent had been 
done without its knowledge. The agent 
was found guilty on two counts and fined 
the limit of the law, $500 on each. The 
court also decided to fine the company $500 
for each offence not attempting to pass on 
its knowledge of the case, but holding it 
responsible for the acts of its agent. The 
total fine levied, therefore, is $2000. An 
appeal will be taken to the appelate court 
on the question of the company’s respon- 
sibility. Ifthe higher court requires the 
company to pay its fine it is stated that the 
company fined will retaliate and hail some 
of its most active competitors into court. 
The size of the fine, if sustained, is likely 
to have some deterrent effect upon rebat- 
ing. Whether this case presages a return 
to the laws originally enacted for protec- 
tion against the rebater remains to be seen. 

While continued discussion of the rebate 
problem shows that there is plenty of sen- 
timent in favor of a reform in commissions, 
there is likewise an apparent opposition 
to this method of checking the evil. 
Opinions differ decidedly as to its efficacy. 
The secretary of the National Association 
of Life Underwriters recently addressed 
the companies, advising them of the action 
taken at Buffalo in favor of reduced first 
year’s commissions and increased renewals, 
and asked for an expression of opinion 
thereon. Responses from about a dozen 
companies have been received, and indi- 
cate that opinion among some ofthe promi- 
nent companies is by no means harmonious. 
The Equitable and Northwestern favor the 
idea, while the Mutual and New York Life 
are non-committal. The Mutual says it is 
willing to adopt any plan which is practi- 
cable, but pertinently asks, ‘‘ Will you 
kindly furnish us with any data from the 
records of the association which demon- 
stratesthe desirability of the proposed re- 
form?’’ The New York Life says that it 
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has its own well-defined methods of compen- 
sating agents and is satisfied with the re- 
sults, although it does not deny that the 
proposed reform may be good for other 
companies. 

Nothing of a practical nature is likely to 
be done toward changing the basis of com- 
pensation until after January 1, when the 
Equitable announces that its new plan will 
be put into full operation. In the mean- 
time we can look for continued agitation of 
the question. 


aa 


The tendency toward the adoption of 
higher reserves in life insurance continues. 
Going To Higher During the past month 
Setuen. the Mutual Benefit and 

National of Vermont 
have announced that all new business after 
January 1 will be calculated upon the basis 
of a three per cent. reserve, while the Con- 
necticut General has decided that a three 
and one-half per cent. reserve on new busi- 
ness will meet all reasonable demands of 
conservatism. In each case it will necessi- 
tate the re-adjustment of rates upon a 
higher basis. Other companies which have 
adopted higher reserves on new business 
are the Mutual, New York Life, Equitable, 
Penn, Northwestern and Connecticut 
Mutual. 

In regard to the proposed change on the 
part of the Mutual Benefit, Mr. Bloomfield 
J. Miller of that company makes the fol- 
lowing statement for this magazine: 

‘“‘The reasons governing the Mutual 
Benefit in deciding to go on to a three per 
cent. reserve basis on business issued after 
the present year are simply that a strongly 
marked and universal shrinkage in interest 
rates obtainable upon new investments has 
taken place within the last two or three 
years, so that three and one-half per cent. 
is now a fair rate of interest upon first-class 
railway or municipal bonds, and money is 
freely loaned at four per cent. on first-class 
real estate security. While we entertain 
no doubt as to our ability to carry out all 
existing contracts on a four per cent. basis, 
we think it the part of a conservative 
management to make new contracts on a 
three per cent. reserve basis.”’ 

Mr. Joseph A. DeBoer, actuary of the 
National Life, in response to our request 
for a statement concerning the action of his 
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company in adopting a three per cent re- 
serve, says: 

‘‘The main cause is the recognized steady 
decline in rates of interest secured on all 
classes of trust fund investments and the 
conviction that the future will probably 
not develop a permanent increase in the 
rate. It is by no means certain that the 
minimum of earning to be expected in 
the next twenty-five years has yet been 
reached. 

‘*A conservative interest assumption has 
always been fundamental to the success of 
level premium life insurance and is more 
so today than ever, because of the general 
extension to standard policies of numerous 
investment, cash surrender and loan feat- 
ures, whether enforced by statutory enact- 
ment or voluntarily adopted by the com- 
panies themselves. The opinions of the 
most experienced financiers in other lines 
of work supplement the conclusion of life 
insurance data, that the interest assumption 
should be changed in behalf of a sure and 
solid practice, while general considerations 
seem to suggest three per cent rather than 
three and one-half percent as a wise, effec- 
tive and permanent basis to adopt. The 
adoption of three per cent in the calcula- 
tion of net rates and reserves 1s likely to 
become general and will insure the neces- 
sary margin which ought to exist between 
the assumed and actually experienced 
rate.”’ 


- 


Notwithstanding the many able argu- 
ments advanced to show that safety does 
Prospect of not a an increase in re- 
Legislation. serves for many years to 

come, the drift away from 
the established four per cent reserve is 
growing stronger. Four per cent has been 
the legal rate in Massachusetts since 1861 
and in New York since 1889. It is today 
the accepted legal rate throughout the 
country. In an able presentation of the 
argument in favor of higher reserves, re- 
published elsewhere in this magazine, Mr. 
James W. Alexander states that in 1861 the 
prevailing rate on good securities was about 
seven per cent and in 1889 about six per 
cent. Today it is in the neighborhood of 
five. He thinks the margin of safety is 
getting much too close. 

It is interesting to note in this connec- 
tion that according to the Connecticut in- 
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surance report for 1898 some eighty per 
cent of the interest earned upon assets was 
required to maintain reserve. The argu- 
ment made by those companies which have 
voluntarily gone to a higher reserve is that 
the margin is very narrow and constantly 
contracting. 

In view of the increasing sentiment in 
favor of the higher reserve there is no 
doubt that important legislation will at an 
early date be attempted on this question, 
probably in Massachusetts. Legal reserves 
were first established in this state and it 
has always taken a foremost position upon 
this question. The present insurance com- 
missioner of Massachusetts is opposed to 
any immediate change in the basis of 
reserve, and hasexpressed his opposition in 
the strongest terms in his annual reports 
for 1898 and 1899. The Massachusetts com- 
panies also, with possibly one exception, 
have not looked with favor upon the pro- 
position, although in the adoption of 
uniform rates in 1896 these rates were 
graded with a view to adapting them if 
necessary to a higher reserve with little or 
no change. 

The Massachusetts companies are as well 
situated as any to place their business upon 
a three or three and one-half per cent. basis, 
but they have not as yet recognized the 
needs of sodoing. We believe, however, 
that notwithstanding this opinion, the 
Massachusetts companies will, in view of 
the fact that so many leading companies 
have taken the initiative, be inclined to 
yield to prevailing tendencies and follow 
their example. But this they cannot do 
without seeking state legislation, since the 
laws of Massachusetts limit the accumula- 
tion of surplus above legal liabilities to ten 
percent. Therefore if they put aside the 
additional reserve it will be necessary to 
make it a legal liability. Otherwise, it 
will be charged in their surplus and they 
will be compelled to return to policy- 
holders all in excess of the stipulated ten 
per cent. 

The situation is, therefore, that when the 
Massachusetts companies are prepared to 
follow other companies in going toa higher 
reserve, they will do it by seeking state 
legislation. Any legislation enacted will, 
of course, apply to all companies doing 
business in Massachusetts, and will affect 
new business only. It is not impossible 
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that the reserve question will be one of the: 
main issues before the next session of the 
Massachusetts legislature. 

Sd 

The affairs of the Mutual Reserve Fund 
Life Association continue in an unsettled 
Vistas of Ge state. The atterney- 
a general of New York, to 

whose attention the 
condition of the association as disclosed by 
the recent official examination was called, 
has not yet reported upon the matter. An 
attempt is being made by a coterie of ex- 
officials of the association, taking advan- 
tage of the criticisms now being made, to 
supersede the present management. There 
is no evidence, however, that their execu- 
tive control would be any more desirable 
than that of the present management. As 
stated in this magazine last month an en- 
tire change of management, and a new 
board of officials of unquestioned ability 
and integrity, would alone restore public 
confidence in the association and render its 
survival possible. But circumstances do 
not warrant the conclusion that such a 
change will be made. 

The license of the association in New 
Hampshire has been revoked, while it is 
stated that adverse action is likely to be 
taken in Indiana. In Tennessee, after a 
hearing in regard to the license, the com- 
missioner decided that he would take no 
action until he had examined the associa- 
tion upon several points in dispute between 
its officials and the state insurance depart- 
ment of New York. 

It is not impossible that the association 
will encounter some trouble in Massachu- 
setts, not directly connected with the 
recent examination. The Mutual Reserve 
is chartered in New York state as an assess- 
ment association, and is required by the 
terms of its incorporation to issue a con- 
tract providing for assessments. In Massa- 
chusetts the association qualified July rst 
under the recently-enacted Dewey law, 
which requires the issuance of a non- 
assessable contract in this state. The 
association is presumably issuing such a 
contract in Massachusetts. If so, itis doing 
something which is directly in violation of 
the provisions of its charter. If not, it is 
violating the laws of Massachusetts. 

The situation is one in which the insur- 
ance departments of both New York and 
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Massachusetts are interested. If the Mutual 
Reserve is issuing a non-assessable contract 
in Massachusetts, the New York depart- 
ment might very properly ask it to retire 
from this state, since it cannot continue 
and issue an assessment contract. The 
Massachusetts department is interested in 
the question from this point of view: Is 
the non-assessable contract in Massachu- 
setts, issued contrary to the charter of the 
association, a legal one or is it void? If 
void it would be against public policy to 
allow the association to continue business 
in this state unless it amended its charter 
in such a way as to remove all doubt as to 
the point raised. 


¥ 


The Fidelity Mutual Life Insurance Com- 
pany of Philadelphia has probably been 
Transtion ofthe {86 Tom encom of 
Fidelity Mutual. business with the 
safety or assessment clause in the policy 
contract. While originally started for the 
purpose of furnishing cheap insurance 
without maintaining the reserve required 
by level premium companies (which ex- 
perience has shown to be an absolute es- 
sential of safety), it has been foremost 
among those associations adapting their 
business to changing conditions. 

In July last, at a meeting of the policy 
holders of this association, an amended 
charter was adopted intended to place it 
in full compliance with the legal reserve 
statutes of Pennsylvania and, — although 
provision is still made for accepting a note 
from the policy holder, to be held as a 
lien against its payment at maturity should 
the reserve become impaired through 
‘‘Governmental action or conditions be- 
yond the control of the company ’’ , — the 
Pennsylvania insurance commissioner has 
recognized it as an old line company. 


Until recently the company was author- 
ized to do business under assessment laws 
in New York state, but according to ad- 
vices received by this magazine from 
Superintendent Louis F. Payn, its license 
thereunder was revoked when it was learned 
that the company was recognized by the 
Pennsylvania department as an old line 
company. Since then the Fidelity Mutual 
has filed a formal application for admis- 
sion to New York state, and that applica- 
tion is now under consideration. 

In Connecticut the company made ap- 
plication for admission under the old line 
law. The insurance commissioner of that 
state questioned whether a company mak- 
ing use of the lien provision above referred 
to could be considered as a legal reserve 
company, and granted a hearing October 12 
for the discussion of this question. The 
Connecticut department had not, at this 
writing, decided what it would do in the 
premises. The same question will be de- 
cided by the New York department before 
a license is issued. 


In Massachusetts the Fidelity Mutual has 
qualified under the Dewey law, which re- 
quires companies formerly doing business 
under the assessment law to conform with 
the provisions of the act relating to legal 
reserve companies, except that until Janu- 
ary I, 1903, they shall be required to main- 
tain only a term insurance reserve during 
the first year of policies written. What 
position Connecticut and New York will 
take in regard to this phase of the question 
is not known. It is interesting to note in 
this connection that the Hartford Life and 
Security Mutual of Binghamton, N. Y., 
have qualified in Massachusetts as full 
legal reserve companies and have not taken 
advantage of the provisions of the Dewey 
act. Possibly to avoid conflict the Fidelity 
Mutual will adopt the same course. 


FIRE INSURANCE 


Discussion in fire insurance circles during 
the past month has centred mainly about 
the action taken by 
the Western Union 
in adopting graded 
commissions in place of the uniform com- 
mission of fifteen per cent. As recorded 
the Union has decided to pay fifteen, 


Graded Commissions 
in the West. 


twenty and twenty-five per cent commission 
according to the class of business. This 
advance will be paid to agents who agree 
to represent Union companies only. This 
involves a practical attempt at separation 
in agencies. The Union’s action seems to 
have been brought about by a compromise 
between companies which were anxious to 
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secure separation without advancing com- 
missions, and those anxious to advance 
commissions without attempting to enforce 
separation. 

The adoption of graded commissions in- 
dicates that the Union believes this to be 
the only measure which will avert an open 
rate war. If there is to be a war the Union 
prefers it should be upon commissions and 
not rates. It believes that this measure 
will be as effective as any in inducing non- 
Union companies to become members of the 
organization. Such has certainly been the 
tendency thus far. 

As soon as the Union adjourned the com- 
panies began to notify agents of their in- 
tention to increase commissions. Most of 
the companies used the following agreed 
form of notification : 

‘“We are prepared under certain con- 
ditions to offer you an increased rate of 
compensation on certain classes of business, 
but in order to fully mature the plans it 
will be necessary for us to have a list of all 
the fire insurance companies represented 
by you, and to that end we will ask you to 
kindly give us this information at the bot- 
tom of this sheet, and mail it to us as soon 
as possible.”’ 


¥ 


Some of the managers, however, pre- 
ferred to adopt their own methods of noti- 
fication, among them Man- 
agers T. W. Eustis of the 
Manchester, J. F. Down- 
ing of the Insurance Company of North 
America and Thomas S. Chard of the Fire- 
man’s Fund. The latter says: 

‘‘Our recent circular respecting graded 
commissions has led to many inquiries, 
some of which indicate a misapprehension 
of the new movement or an insufficient un- 
derstanding of its scope. It seems but 
just, therefore, that we should make the 
matter more clear. The graded commis- 
sion plan recognizes the freedom of the 
agent to decide what companies he shall 
represent. The plan is permissive, not 
mandatory. If he chooses to confine his 
representation to the particular class indi- 
cated he may receive the graded commis- 
sion; if, on the contrary, he wishes to rep- 
resent companies that do not co-operate 
with each other in their general policy and 
practice he is quite free to dosoand to con- 
tinue to receive but the 15 per cent com- 


Explanations 
of the Action. 
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mission. Many companies, no doubt, 
would prefer on the score of economy that 
he should elect the last alternative. The 
graded commission plan is conditioned, as 
stated, upon the exclusive representation 
of a particular class of companies. Hence 
the companies responsible for the plan do 
not extend its benefits to the representa- 
tives of any company not of their number, 
even though that company in his case pays 
only 15 percent commission. These con- 
ditions, of course, relate only to local cities 
where they are permissible under the laws 
of the state.”’ 

Mr. Downing says; 

‘‘As you are well aware, what may be 
called a struggle for supremacy has been 
going on for some years past between two 
classes of fire insurance companies, one 
class endeavoring to do business on a uni- 
form fifteen per cent commission basis, on 
the plea that no higher rate of compensa- 
tion to agents could be afforded and that 
property owners would not look with favor 
upon rates of insurance that would justify 
a higher commission on any class of risks 
than fifteen per cent; the other class of 
companies, all of them very respectable 
and many of them prominent in the busi- 
ness of fire insurance, claiming that their 
interests would be promoted (for very obvi- 
ous reasons) by allowing more than fifteen 
per cent commission on certain classes of 
risks. It cannot be gainsaid that the posi- 
tion taken by the first class of companies 
referred to is the most just and equitable 
toward the insuring public generally, on 
the ground that rates of insurance which 
justify the pdyment of so-called high com- 
missions imposed an unnecessary and 
wrongful burden upon many patrons of the 
companies. However this may be, the 
struggle for a uniform fifteen per cent com- 
mission on all classes of property is about 
to be given up anda plan of graded com- 
missions is to be substituted therefor. 
The battle may be said to have been lost by 
the uniform fifteen per cent commission 
companies, the results of which no one can 
fully foresee. One thing is certain, how- 
ever, that lower rates of insurance resulting 
from undue competition, coupled with a 
high expense ratio, will sooner or later 
bring disaster to both insurance companies 
and their patrons. It will not be long 
delayed should the loss ratio of the past 
year continue to prevail.’ 
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It is as yet too early to predict what the 
results of the union action may be. The 
The Effect situation which confronts local 

agents is a momentous one. It 
on Agents. . a 

involves decisions of a very 
important. nature, since in many cases it 
will compel entire reorganization. The 
matter will, of course, be settled by each 
agent according to his view of what is for 
his own interests. If the union influence 
is stronger he will be likely to give up the 
non-union companies, and vice versa ; or if 
he thinks he can make more money by re- 
taining his independence upon the question 
of compensation, he will reject the propo- 
sition of the union companies. An agent 
can, as stated by Mr. Chard, preserve a 
status quo by retaining his non-union com- 
panies, but the tempting bait of an in- 
creased commission from union companies 
will constantly be suspended before his 
eyes. The difficulties which face the local 
agents in some localities is very perti- 
nently stated by Mr. E. E. B. Sawyer of 
Camp Point, I1l., who says: 

‘* While my agency is composed largely 
of union companies, I represent a few good 
non-union ones. This condition exists to 
avoid a multiplicity of agencies here. I 
have done a very large part of the insur- 
ance business here for the past thirty years, 
much of the time with no competition. I 
have tried to be loyal to all companies rep- 
resented at the regular union commission. 
My companies I think, all of them, have 
been loyal to me in the acceptance of busi- 
ness and the prompt and satisfactory ad- 
justment and payment of all losses, and the 
record of the agency with its patrons is 
very good. With an agent’s interest in his 
business and the annual receipts, I am 
ready for any and all commissions that may 
legitimately come to me. If I surrender 
my non-union companies a new agency is 
formed here with some of my best business 
as a starter, and if I relinquish the union 
companies the results will be even worse. 

‘‘Now, what am I to do prior to October 
I in justice to my companies (all of them), 
my patrons and myself? With but little 
competition, mostly non-union companies, 
a division of the agency means a sadness of 
heart and loss of business, and to hold all 
of them means—well, what? Will you 
kindly write me of what I should doin the 
interests of all parties?’”’ 
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Some difficulty has arisen over the appli- 
cation of the new rule to different terri- 
Some Other Effects ‘ries and also by dif- 
h-Gie ube. ferentcompanies: An 

effort has been made 
to have the union withdraw its action so 
far as Kentucky and Tennessee are con- 
cerned. These states are under the direct 
supervision of the Kentucky & Tennessee 
Association, which in turn is controlled by 
the union. The former is comprised of 
most of the companies doing business in 
the two states, and has a fifteen per cent 
commission rule. It is contended that the 
conditions do not warrant a war upon com- 
missions. The governing committee of the 
union, however, has decided that the new 
rule must apply to both Kentucky and 
Tennessee, and companies are making their 
arrangements in accordance therewith. 

The union has relinquished its control in 
some of the anti-compact states, including 
Iowa, Nebraska and Arkansas. Conse- 
quently the new rule does not cover these 
states. Nevertheless a number of com- 
panies have offered to pay graded commis- 
sions therein, without enforcing the separ- 
ation rule. It is believed that this will re- 
sult practically in open commissions in 
those states. 

The union has encountered the usual 
trouble in compelling all of its members to 
fall into line in carrying out the action. 
There is a disposition on the part of some 
companies to interpret the recent action 
liberally and to pay the graded commis- 
sions without insisting too strongly upon 
separation. This is one of the expected 
conditions and will have its influence in 
making the action ineffective. 


¥ 


One of the most interesting and impor- 
tant questions is the attitude of the non- 


Attitede of Noa- union companies. 


. . After the action of 
Union Companies. ~— . am 
Union became known, 


a meeting of non-union companies was 
called in Chicago, September 26. Twenty- 
two companies were represented, but many 
of the most important non-unioners were 
absent. Some of those present urged ap- 
plication for membership in the Union, but 
after discussing the situation the meeting 
was adjourned until the 29th, in hopes that 
some of the prominent absentees would 
attend. No meeting was held on that date 





184 


Monthly Journal of 


however, and at an adjourned meeting Oc- 
tober 3, such a scant representation was 
present that the effort to secure joint action 
was abandoned. 

In the meantime individual companies 
have been taking action which tended to 
strengthen the Union. 
tions pending have been withdrawn and a 
number of companies have applied for ad- 
mission, while others have signified their 
intention of so doing. The acquisitions are 
all important ones and show that the new 
legislation has been practically effective. 

There is a disposition shown on the part 
of strong non-union companies to fight. 
Their policy evidently is to retaliate by 
cutting rates where they are forced out of 
Union agencies by the graded commission. 
The Northwestern of Milwaukee has ce- 
clared its intention of establishing a non- 
board agency wherever it is forced out, and 
the Continental has practically announced 
that it also will fight upon rates. The 
position taken by this company is an inter- 
esting one. Soon after the Union meeting 
Vice-President Henry Evans issued the fol- 
lowing statement : 


Several resigna- 


“The Union 15, 20 and 25 per cent. sepa- 
ration rule will result in trouble if pushed. 
In the first place, most agents will not care 
to be coerced into giving up non-union com- 
panies, some of whom, at least, have lived 
upto good practices better than the union 
companies. 

Second. Some agents represent non- 
union companies to keep them in line and 
prevent rate-cutting. Force these com- 
panies into the hands of new or cut-rate 
agents and rates will suffer. 

Third. Agents realize that this 
commission rule is only a temporary move. 
The first circular issued, that of the Man- 
chester, states that 15 per cent. is all that 
the business will justify; and if that is so, 
it is all that will be paid very long. 

Fourth. Agents who prefer contingent 
contracts realize that the objections hereto- 
fore raised to that system—that it would 
increase the expense, was lacking in good 
faith, or else the present increase isa bluff; 
for the contingent plan will not increase 
the expense more than the flat advance 
does, and not as much unless the business 
yields a profit. 

Fifth. The freezing out of agencies of 
companies that are not members of the 


new 
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Union will result in adverse legislation, 
anti-compact and tax-discrimination, be- 
cause of the fact that effort will be made to 
kill union jurisdiction and punish the 
foreign companies, who are the head-devils 
in this move, as is well-known to those 
who look below the surface, and they can 
not now claim that an increased tax of 2% 
per cent. will force them out of a state, for 
they have voluntarily voted to increase the 
expense more than that per cent. Many 
believe that the larger foreign companies 
are anxious for a rate war in the West in 
order to crush out the local companies, 
when commissions can be reduced to Io per 
cent. flat; that they fear to force one openly 
because of. the ill-will agents will bear 
them, and that, therefore, they are ‘‘ Pull- 
ing legs’’ to accomplish the purpose. If 
this rule is enforced the rate war will come 
sure enough.”’ 

In addition to the above, after a confer- 
ence between the western manager and the 
company Officials in New York, the former 
issued the following : 

** You have doubtless been advised of the 
temporary advance made in commissions 
by the Western Union at its last meeting 
for the purpose of bringing about separa- 
tion. The Continental will not, under any 
circumstances, become a member of the 
Western Union, believing, as we do, in a 
profit sharing compensation, and that rates 
should be made by local boards when the 
law permits, supervised by state associa- 
tions of special agents. The Continental is 
prepared to protect the interest of its agents 
attacked by the Western Union or any other 
combination of companies to the fullest ex- 
tent, writing large lines at very low rates 
in order to win out in any fight that is made 
against us or those that represent us. With 
these assurances before you we would be 
glad to have you advise us what action, if 
any, you propose to take if approached 
directly or indirectly by the Western Union 
companies.’’ . 


The payment of graded commissions can- 
not be justified upon economic grounds. 
What Will Be It presupposes high rates 
i. Dinan upon certain classes of 
. hazards which ought not 
to exist, and against which there has been 
a constant protest upon the part of many 
able and conscientious fire underwriters. 
But we do not understand that the Union 





Review of the Month. 


attempts to explain its action except upon 
grounds of expediency. 

It is a fact that rates exist upon some 
classes of risks which are higher in pro- 
portion to the hazard than other rates, and 
that companies which are not pledged toa 
uniform commission make a practice of 
buying this business from the agent by of- 
fering larger commissions than the uni- 
form commission companies pay. These 
high commission companies belong to rat- 
ing associations, and insist that these high 
rates shall be maintained. If any attempt 
is made to equalize rates, so that all may 
bear a uniform commission, they endeavor 
to check such action by threatening a gen- 
eral rate war. From the standpoint of the 
company it perhaps makes no difference in 
net profit whether there be a low rate bear- 
ing a low commission or a high rate bear- 
ing a high commission, but it does make 
considerable difference to the property 
owner. Consequently, viewed in the light 
of public policy, the uniform low commis- 
sion company is in much the best position. 

The adoption of graded commissions by 
the Western Union is distinctly a war 
measure. The choice lay between a rate 
war and higher commissions. The Union 
merely chose the latter. It remains to be 
seen whether in choosing high commis- 
sions the Union has averted a rate war. 
The conditions of fire insurance as they 
‘exist today were quite fully outlined in the 
last number of this magazine. We referred 
then to the fact that the supply of insur- 
ance far outweighed the demand, and that 
the competition of new companies had re- 
sulted in large inroads upon the business 
of established companies. This, we stated, 
had resulted in an in¢rease in bad faith on 
the part of tariff companies, and that a 
stage of demoralization had been reached 
which could not be restored until there was 
some marked change in the relation be- 
tween demand and supply. The adoption 
of graded commissions by the Western 
Union is merely one evidence of the causes 
which are operating to bring this about. 


> 


From an economic point of view no ex- 
ceptions can be taken to the proposition 
that an agreed rate should 
bear an agreed commis- 
sion. Competition to be 
fair should offer an equality of opportunity. 


Rates and 
Commissions. 
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With all companies agreed upon rates and 
a part of them upon commissions there is 
an inequality of opportunity created in 
favor of the company which does not Agree 
upon commissions. It is a fact that open 
commission companies insist that they 
shall have this inequality of opportunity. 
They not only protest against any proposi- 
tion to reduce preferred rates, but object to 
an equalization of commissions. The plan 
adopted by the Western Union is appar- 
ently the only one by which the competi- 
tion of high commission companies can be 
effectively met without declaring open 
commissions. But the non-union com- 
panies hold that this method is wrong and 
that they will retaliate by cutting rates. 
This position is but natural and is dictated 
by motives of self-interest. The business 
has been built up upon inequality of oppor- 
tunity and it isnot unreasonable to suppose 
that equality of opportunity will tend to 
destroy it. 

From the standpoint of public policy it 
would have been better had the Western 
Union reduced rates upon preferred busi- 
ness. Yet it must be recognized that had 
this been done the non-union companies 
would have retaliated by cutting rates upon 
all classes of business, and the Union would 
have incurred the onus of inaugurating a 
disastrous rate war. Under the circum- 
stances, if the non-union companies inau- 
gurate a rate war asa measure of retalia- 
tion for the advance in commissions, they 
will have to bear the responsibility and 
suffer in consequence with the local agents. 
These companies will not only lose caste 
with the local agent by threatening a rate 
war instead of joining the Union and plac- 
ing themselves upon an equal footing with 
all companies, but they will also suffer by 
threatening to retaliate on Union com- 
panies through the legislatures in the form 
of adverse legislation, which is against the 
interests of local agents and is so recognized 
by them. 

If a rate war is inaugurated the bulk of 
the Union companies will survive and a 
few of the stronger non-union companies ; 
but a good many agents will be ground be- 
tween the mill-stones, and this mortality 
will be credited largely to fact that one or 
two strong non-union companies preferred 
to maintain an inequality of opportunity 
rather than conform to the standards of 
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business accepted by the majority of first 
class companies. 


a 


In the last number of this magazine we 
referred to the increasing interest in the 
proposition to 
adopt a profit-shar- 
ing commission in 
fire insurance, and discussed at some length 
the arguments for and against this form of 
compensation. General interest in the 
question has by no means abated; on the 
contrary, it has grown. The special com- 
mittee of the Texas agency association has 
continued to solicit the opinions of agents 
and companies upon this question. The 
committee reports that the large majority 
of agents heard from endorse the propo- 
sition. The company replies indicate that, 
theoretically at least, the bulk of the com- 
panies favor a profit-sharing commission. 
Almost without exception they speak en- 
couragingly of the proposition. One 
prominent company, the Home of New 
York, states that it does not feel like adopt- 
ing this basis of compensation on its own 
business, taking the ground that it has 
aimed to secure, and has secured, a body of 
agents having an active interest in the 
affairs of the company, irrespective of con- 
tingent reward. 


Discussion of Con- 
tingent Commissions. 


Agitation in Louisiana in favor of a 
contingent commission has been renewed. 
The general commission situation in that 
state, particularly in New Orleans, has been 
very much disturbed. The rules of the 
Southeastern Tariff Association require 
companies to procure a pledge from agents 
stating that they will not receive more 
than fifteen per cent flat commission from 
any company. At a recent meeting of 
agents it was voted not tosign these pledges 
and to protect the business of any agent 
losing a company on account of his failure 
to sign. According to reports received 
from New Orleans the agents have thus far 
been successful in maintaining their 
position, aided as they have been by 
the generally acute conditions of compe- 
tition prevailing in all sections of the 
country. 


Louisiana agents expect an increase of 
commissions, either in the form of graded 
commissions such as adopted recently by 
the Western Union, or a combined flat and 
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contingent commission which will result in 
a practical increase. It is estimated that a 
combined flat commission of ten per cent 
and fifteen per cent contingent would give 
agents about eighteen per cent gross upon 
their business, while a combined fifteen 
per cent flat and fifteen per cent contin- 
gent, which some agents ask for, would 
result in about twenty-three per cent gross. 
Some agents are asking for an increase 
from fifteen to twenty-five per cent flatin 
New Orleans. Louisiana agents are not 
only pushing for increased compensation 
but expect to protect themselves in the en- 
joyment thereof by adopting a stringent 
non-brokerage compact through the local 
agency association. 

The combined flat and contingent com- 
mission seems to be a very popular form of 
increasing agency compensation in both 
Louisiana and Texas. 


* 


As a result of the special meeting of the 
Southeastern Tariff Association at Wash- 
Adheres to Its ington, October Irand 
Commission Plank. ‘2 ‘t WS decided to 
adhere to the fifteen 
per cent commission plank, including New 
Orleans, and that both agents and compan- 
ies be required to sign the commission 
pledge. 

The meeting was well attended, the most 
important questions for consideration be- 
ing those of commissions and violations. 
The latter was satisfactorily adjusted, and 
new and more stringent rules adopted for 
holding members to their obligations. The 
hands of the executive committee were 
strengthened by a vote of confidence. 

The commission question was handled by 
a strong special committee of five, consist- 
ing of George L. Chase, Henry W. Eaton, 
E. C. Irvin, S. Y. Tupper and A. G. MclIll- 
waine. As stated the committee’s report 
on commissions was adopted. Before ad- 
journment forty-seven companies affirmed 
their intention of signing the pledge. The 
representative of the Home stated that it 
would decline to sign. 

The rules as adopted provide that any 
company detected in their violation shall 
pay a fine of $1000 within thirty days, and 
upon second offense be expelled from the 
association. Companies not signing the 
pledge before December 1 are to be declared 
no longer members. 





Review of 


Since the meeting of the National Asso- 
ciation in August the agency movement 
has met with sub- 
stantial progress, not 
only in the strength- 
ening of existing associations, particularly 
among country agents, but in organizing 
new and resuscitating old organizations. 
Since the Buffalo meeting West Virginia 
has been organized with about twenty-five 
members, Virginia has reorganized with 
thirty-five members, while in Tennessee a 
meeting has been called for October 19 
at which reorganization will be effected. 
North and South Dakota and Maryland are 
also in process of organization. In New 
England the movement is gaining strength. 
The appointment of Mr. H. N. Pinkham of 
Portland as chairman of the committee on 
organization was a very fortunate circum- 
stance. His position and activity have 
done much to promote interest in the 
movement in this conservative section. 
Some very substantial work has been done 
in Vermont and Massachusetts, particularly 
in the latter state. Steps will also be taken 
in Rhode Island. The Maine Association 
holds its first semi-annual meeting at Ban- 
gor October 9th, when rate equalization, 
over-head writing between agents and pre- 
vention of adverse legislation will be among 
the topics discussed. 


Progress of the 
Agency Movement. 


Much importance is attached to the in- 
creased interest shown in the local agency 
associations in the great states of Illinois 
and Ohio, two very important sections, 
which are likely to need strong organiza- 
tions for defensive purposes. In the former 
state circulars have been sent to every 
town in the state soliciting membership, 
and it is proposed to héld a meeting soon 
atsome important point in the state outside 
of Chicago. The Ohio agents held a very 
important annual session at Cleveland Sep- 
tember 21 and 22. This association is tak- 
ing up the organization of the state in a 
most thorough and business-like way. Its 
membership is already said to number be- 
tween four and five hundred, and it is pro- 
posed to organize subsidiary branches by 
counties, as in New York state. The most 
interesting information in connection with 
this proposition is that a paid manager and 
organizer will hereafter be employed, the 
expense being borne by pro rata assessment 
upon members according to premium in- 
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come. It is estimated that quite a sum will 
be necessary to carry on the work of the 
association, because in addition to the ex- 
pense of a manager it is expected that the 
burden of maintaining rates in Ohio will 
have to be shouldered by the agency asso- 
ciation. A cordial welcome has been ex- 
tended to the Western Union’s action in 
increasing commissions. It is estimated 
that with every county well organized the 
companies will be able to dispense with the 
Ohio Inspection Bureau, the existence of 
which under the Ohio law is somewhat 
precarious. 

The manner in which local agents are 
taking hold of the movement toward asso- 
ciated effort, indicates a full realization on 
their part of the responsibility which rests 
upon them and of the opportunity offered 
for effective work through organization ; 
the responsibility for the maintenance of 
stable rates and the opportunity for defen- 
sive measures against adverse legislation. 
The political needs of the hour demand 
united action; while self-preservation dic- 
tates organized resistance to restrictive 
legislation which, if carried to its logical 
conclusion, will destroy the local agent. 


¥ 


Fire underwriters throughout the coun- 
try were greatly interested in the conference 
The Trust Problem eget Ob Conan eee. 
In Fire Insurance. ae SSytewwer & 

consider the question 
of trusts. That the trust question as ap- 
plied to fire insurance is a most important 
problem is admitted by both agents and 
company managers. This is evidenced by 
the fact that both the New England Insur- 
ance Exchange and the Western Union 
have appointed special committees to con- 
sider what can be done to protect agents 
against the loss_of lines which are now 
being placed in large centres through the 
trust brokers. The problem has already 
been fully considered in this magazine, and 
the difficulties in the way pointed out. 
Among thinking insurance men there is a 
growing indisposition to join the popular 
clamor against trusts or to attempt to stay 
the movement towards industrial combina- 
tion by advocating restrictive legislation. 
The expert testimony given at the Chicago 
conference tends to show that this move- 
ment is in its essential features but the 
natural outgrowth of economic conditions, 
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and that in its best form it represents in- 
dustrial progress. It was stated that an at- 
tempt to destroy trusts by state legislation 
would be futile and that the most that should 
be attempted was in the form of regula- 
tion designed to allow their development 
on the least harmful lines. Furthermore, 
far-seeing underwriters realize that any 
attempt to encourage popular prejudice 
against trusts, which is merely another form 
of blind opposition to capital, will be sure 
to re-act against all corporations, and that 
it will be extremely difficult to separate, in 
the mind of the legislator, the price-fixing 
insurance association and the price-fixing 
industrial organization. 

It is probable that some solution of the 
trust problem, as it applies to fire insur- 
ance, will be found within the business 
itself. As nothing apparently can be done 
to stay the legitimate development of trusts, 
it may be possible for the agents, acting 
through their associations in accord with 
the companies, to do something effective 
toward their self-preservation, for that is 
what it amounts to in many cases. The 
companies are already pledged to the agents 
against over-head writing. If an agree- 
ment could be effected as unanimously 
between local agents for mutual protection, 
it would become difficult to place trust 
property without recognizing the agent in 
the locality where the property is situated. 


¥ 


The anti-trust conference called at St. 
Louis by Governor Sayers of Texas was not 
as. well attended ‘as 
anticipated. Before 
the meeting it was esti- 
mated that one-half or two-thirds of the 
states would be represented, but when 
called but eleven states answered. Of these 
the representatives from three Republican 
states withdrew on the grounds that the 
conference was evidently called in the in- 
terests of the Democratic party. Thus but 
eight states were really represented, as fol- 
lows: Michigan, Missouri, Texas, Arkan- 
sas, Tennessee, Montana, Mississippi and 
Washington. 

As an outcome of the conference resolu- 
tions were adopted suggesting uniform 
legislation making monopoly a crime, reg- 
ulating corporations more closely, both 
domestic and foreign, and forbidding for- 
eign corporations which are members of a 


Sayers’ Anti-Trust 
Conference. 
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pool or trust anywhere from doing buisness 
within the state. This latter recommenda- 
tion is apparently designed to overcome 
the difficulty encountered in Arkansas in 
the prosecution of insurance companies, 
and it is considered not unlikely that a 
special session of the Arkansas Legislature 
will be called to enact legislation upon the 
lines suggested. 

The National Association of Local Fire 
Insurance Agents was represented at the 
conference by President Woodworth and 
Vice-President Markham. In this connec- 
tion attention is called to an important con- 
tributed article by Mr. Markham, published 
inthis number of INSURANCE ECONOMICS, 
and alsoto a reprint from Mr. Woodworth’s 
address before the Fire Underwriters’ Asso- 
ciation of the Northwest. 

¥ 

The proposed prosecution of the South- 

eastern Tariff Association by the Young 


. Men’s Business League 
cette — of Jackson, Miss., 
uiencrocneaadl seems to have been 


averted, for the time being at least, by the 
withdrawal of the stamping clerk to which 
objections were raised. 

In Indiana the indications are that the 
prosecutions instituted by the cashier of a 
local bank at Portland against the insur- 
ance companies, for combining to maintain 
rates, will be vigorously pushed, notwith- 
standing the fact that the state authorities 
have declined to take a hand in the matter. 
There appears to be no specific law under 
which the insurance companies can be 
prosecuted, but as stated last month, the 
plaintiffs are relying upon a decision of the 
supreme court declaring that a combination 
of gas companies to maintain rates was 
illegal and contrary to public policy. 
The Western Union has appointed a com- 
mittee to take charge of the interests of the 
companies represented in that organization. 
Two series of suits have been instituted and 
both include about all the companies doing 
business at the point named. 


¥ 


At a meeting of New England factory 
mutual insurance companies doing busi- 
‘ ness in North Carolina, 
bdr pcAcae held in Boston, Septem- 
ber 19, it was decided to 
decline to write any more policies in that 
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state until the repeal of present restrictive 
legislation. At the last session of the 
North Carolina legislature the laws relat- 
ing to insurance were remodelled, and 
among the new conditions included was 
one requiring foreign companies to become 
domesticated as a condition precedent to 
doing business. This law occasioned. con- 
siderable discussion atthetime. It became 
effective June 1, 1899, and most of the stock 
companies have since complied with its 
provisions. The status of the companies 
which have done this is somewhat uncer- 
tain. The factory mutual companies be- 
lieve that they cannot comply with the law 
without severing all connection with the 
home office of the company, which they 
consider it impossible to do. Moreover, 
according to their interpretation of the law, 
no person in the state can transact the 
business of insurance except a regularly 
appointed agent; in other words, property- 
owners are forbidden from procuring in- 
surance in companies which have not com- 
plied with the law requiring domestic in- 
corporation. The majority of states allow 
property-owners to place insurance where- 
ever they please, but according to the terms 
of the North Carolina law, it appears to 
be a criminal offense to inspect, solicit, ad- 
just, aid in adjusting, transmit any pre- 
minim or to aid in the transmission of such 
premium. 


¥ 


From the various sources of information 
at hand INSURANCE ECONOMICS estimates 
that the fire waste in 
the United States for 
the nine months end- 
ing with October I, is about $98,000,000. 
The loss for the same period of 1898, as esti- 
mated in the Chronicle Fire Tables, was 
$96,400,000. Thus while the loss for the 
first nine months of 1898 and 1899 is largely 
in excess of that experienced during the 
same months of 1897 (a very favorable 
period), the experience inthe United States 
for the two more recent years appears to be 
about on a par. But notwithstanding this 
fact the experience of the companies dur- 
ing the current year has been much more 
severe than in 1898. 

A parity in the general property loss is not 


Underwriting 
Prospects for 1899. 
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an accurate index asto ‘the loss on insured 
property. This will be shown when it is 
stated that in the years 1889, 1896 and 1898 
the insurance loss was about $73,500,000, 
whereas the property loss was 123, 116, and 
130 millions respectively. On the other 
hand, while the property loss in a number 
of years might appear about equal, the in- 
surance loss might show large fluctuations. 
For instance between 1896 and 1897 there 
was a difference of less than $2,500,000 in 
property loss, while the difference in insur- 
ance loss was over $7,000,000. Between 
the two years, 1891 and 1895, there was no 
difference in property loss, but a difference 
of $6,000,000 in insurance loss. 


The reports of individual companies and 
such information as is at hand from state 
reports indicate that the insurance loss of 
1899 is largely in excess of that of 1898, 
notwithstanding the fact that commercial 
failures have been at a very low ebb during 
the current year. Fire underwriters have 
hoped that the new national bankruptcy 
law would have a salutary effect on the fire 
waste, but it is perhaps too early to judge 
of its efficacy. It is interesting to note, 
however, that the law has been endorsed by 
the American Bar Association as to its gen- 
eral effectiveness, with the suggestion that 
amendments be made from time to time to 
further protect the creditor against fraudu- 
lent bankruptcy. 


The relative increase of insurance to 
property loss in 1899, together with the 
decrease of rates and increase of commis- 
sions brought about by competition result- 
ing from over-supply of insurance, has ren- 
dered the general experience so far this 
year an unprofitable one. The reports of 
fifty-nine leading fire insurance companies 


_made to the Georgia insurance department 


for the first half of 1899, show that the total 
expenditures in that period exceed the in- 
come by some $5,669,000. The actual re- 
sults are, income, $53,346,762; expendi- 
tures, $59,015,792. 

This experience is certain to lead to a 
number of retirements and reinsurances 
before the close of the current year, in fact 
the drift in that direction has already begun 
and will grow apace with the waning of 


1899. 





A LAY VIEW OF THE GREEF DECISION. 


(From the Boston Herald.) 


The New York court of appeals has re- 
cently sustained the action of the Equitable 
Life Assurance Company in refusing to pay 
to one of its policy holders, who had taken 
out an endowment policy, the amount 
which the latter believed was his due share 
in the surplus that the company had ac- 
quired inthe fifteen years during which his 
policy had been in existence. Emil Greef, 
the policy holder in this case, insured his 
life July 1, 1882, in the sum of $20,000, by a 
form of policy styled an endowment, hav- 
ing a period of fifteen years. On May 2, 
1897, the policy matured, and the society 
paid over to the assured the sum of $20,000 
and dividends, which accumulated to the 
amount of $3932. Mr. Greef was dissatisfied 


with the settlement, and claimed that the 
society was holding back for its own use a 
portion of its surplus, which was equitably 


his, and sued for a further dividend of 
$7087, this, from the official reports of the 
company, being what he believed to be his 
share of its unpledged increment. 


The ground taken by the court of appeals 
in regard to the surplus of a company is 
that, ‘‘ Until distribution was made by the 
officers or managers of the dividend, the 
plaintiff had no such title to any part of the 
surplus as would enable him to maintain an 
action at law for its recovery. We think 
the principle which controls the disposition 
of surplus earnings for stock corporations 
is applicable here. In these cases it has 
often been held that until dividends had 


been declared a stockholder has no right of , 


action at law to recover any part of the 
fund applicable for that purpose. The 
word ‘surplus,’ like the word ‘liabilities,’ 
has a special meaning, which has arisen in 
this branch of the insurance business, such 
surplus to be held by them, not only for 
the protection of their policy holders, but 
as an inducement to the public to insure. 
In the absence of fraud, all the acts of the 
officers are conclusive.”’ 

We imagine that exception cannot be 
taken to the legality of this judgment, and 
yet it places the policy holder in a life in- 
surance company in a highly precarious 


position. In the absence of proof of fraud, 
he must content himself with such allot- 
ment of surplus as the officers of the com- 
pany may see fit to make to him. A stock- 
holder in a corporation is aware that, if the 
surplus is not divided, it goes to the enrich- 
ment of the capital or the plant, so that his 
shares are worth just so much more than 
they would be if the surplus had been 
divided. But when a life insurance policy 
holder’s contract terminates, and he is paid 
the face value of the policy with such 
dividends as may be accorded to him, his 
interest in the corporation ceases, and such 
undivided surplus as may remain has not a 
penny’s worth of benefit for him. 


This, we say, is undoubtedly law, at 
least the highest court in New York has 
asserted it to be such, but it seems to us it 
is far from being an equitable method. It 
certainly will not tend to increase the popu- 
larity of life insurance asa business method. 
Men weighed with families ought to insure 
their lives, but at the same time the means 
by which they are enabled todo this ought to 
be thoroughly just and equitable. It isto the 
average policy holder of far greater advan- 
tage that he should obtain his rightful share 
of the money that the company has in its 
possession, after the latter retained enough 
to maintain its existence, than it is that the 
company should swell its assets to scores or 
hundreds of millions of dollars. 

If the question of the disposition of sur- 
plus and the making of dividends is to rest 
entirely in the hands of the officers of these 
corporations, then the only safe way for the 
policy holder is to see if it is not possible 
for him to make a contract in which the 
dividend feature shall be entirely elimi- 
nated. Before a policy is taken out, it is 
customary for those representing an insur- 
ance company to speak in a somewhat 
inflated way of the size of the dividends 
which may be regularly expected. But as 
there is not the least assurance that such 
dividends will be forthcoming, it would be 
the much better plan for a policy holder, if 
he can, to endeavor to discount these in ad- 
vance by arranging for a lower premium 
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upon the basis that such dividends as would 
otherwise accrue to him should go directly 
into the coffers of the company. 


[This view of the important question of 
surplus distribution doubtless represents 
that held by many policy holders. It is 
true that the method of determining divi- 
dends in life insurance companies is not 
strictly an equitable one. Nevertheless it 
is quite as equitable as any system which it 
would be possible to adopt without endan- 
gering financial solvency. Perfect equity 
is not possible in any human institution ; 
some get more, some less than perfect equi- 
ty calls for; but there is no business in which 
principles of equity govern more largely 
than in life insurance. Perfect equity would 
require the distribution each year ofall the 
surplus earned. Even then there would be 
a slight inequality against policies matur- 
ing before the close of the year. 

But if the entire surplus earnings were 
thus distributed, the company might at any 
time be rendered insolvent under state laws 
designed to protect the policy holder and 
secure the fulfilment of his contract at 
maturity. A slight fluctuation in values or 
an inconsequential loss, such as any busi- 
ness institution is exposed to, would be dis- 
astrous. Safety in life insurance demands 
a substantial surplus above all liabilities, a 
fact which the state of Massachusetts has 
recognized in its laws by declaring that a 
surplus not exceeding ten per cent of assets 
may be held at all times. Within this lim- 
itation the management is free todetermine 
what portion of earnings may be returned 
in dividends. 

It is clear that the first consideration of 
the policy holder should be absolute safety 


and not profit. Ifto be safe it is necessary 
to invade the domain of perfect equity, 
then equality should be sacrificed. 

But the inequity between individual 
policy-holders is equalized in the mass. 
The policy-holder who contributes a por- 
tion of his earnings to insure the financial 
stability of the company, not only helps to 
secure the fulfilment of his own contract, 
but to guarantee the perpetuity of the in- 
stitution from generation to generation— 
just as the property-owner, who is to-day 
taxed for public improvements, does not 
realize a benefit proportionate to his con- 
tribution, but passes a part of the benefit 
on to succeeding generations. Perfect 
equality would eliminate mutuality of in- 
terest; it would deny the inter-dependence 
of men. If each received according to his 
contribution there would be no progress. 
We should then build merely for a day and 
not for all time. In life insurance, as in 
everything else, the individual must sacri- 
fice something for the benefit of the mass. 

If the decision which is cited leads those 
seeking life insurance to select non-partici- 
pating instead of participating policies, it 
will not be because the methods of declar- 
ing dividends fail to meet inflexible 
standards of equity, but solely upon the 
question of cost. In the future, as in the 
past, this will be the only motive govern- 
ing the choice between the two forms of 
policies. Asa matter of fact the non-parti- 
cipating policy, because of its inflexibility, 
is more inequitable than the participating 
policy. One of two things will occur un- 
der the non-participating policy, either the 
company will profit at the expense of the 
policy-holder or the policy- holder at the 
expense of the company.—ED.] 





LIFE INSURANCE 


The most engrossing subject in life insur- 
ance to-day is that of expenses. It not 
only affects the interests of the companies 
in relation to the public, but in relation to 
the agent as well. Expenses as a whole 
are larger than in former years and statistics 
indicate that the expense loading of the 
gross premium is now so largely absorbed 
in current expenditures that little or no 
profit is realized from this source. 

One of the well-known facts in life in- 
surance is that dividends to policy-holders 
are decreasing. This is due partly to the 
fact already mentioned, and partly to de- 
creased interest earnings, larger payments 
to retiring policy-holders and such increase 
in mortality as may result from the liberal- 
ization of policy conditions. The three 
sources of profit in life insurance— interest, 
earnings in excess of the rate required to 
maintain reserve, gain in actual over as- 
sumed mortality and saving in loading 
provided for expense — are, under modern 
conditions of competition, growing per- 
ceptibly less, and unless something is 
done to check the tendencies, the dividend 
feature of life insurance will largely dis- 
appear. 

Steps in that direction are being taken» 
first, by assuming a lower rate of interest 
for reserves and increasing the premium 
charge to provide for the larger sum nec- 
cessary; second, by attempting to return to 
greater conservatism in policy-contracts, 
and finally by a proposed reform in the 
methods of agency compensation. ‘This 
last is the subject toward which particular 
attention is now being directed. 

In view of this fact the statistical exhibit 
published on page 193, entitled ‘‘ Life In- 
surance Expenses in 1898,’’ will be examined 
with deep interest. It is believed to repre- 
sent as fairly as it is possible, the different 
elements which go to make up the expense 
The figures are compiled from 
department reports, and carefully verified. 
The table has been submitted to the act- 
uarial department of each company repre- 
sented in the exhibit, with a request for 
criticisms and corrections. 


account. 


Its accuracy, 
therefore, is well established. Twenty-five 
companies reporting to the Massachusetts 
Department are included, those doing an 
industrial business being omitted as there 


EXPENSES IN 1808. 


is no separation of their accounts in the 
reports filed. 

In comparing the ratios, due consider- 
ation should be given to the fact that com- 
panies engaged in writing relatively large 
amounts of new business, would, all other 
things being equal, show higher ratios than 
othercompanies. In this connection, there- 
fore, attention is directed to that column 
showing the ratio of new business to old. 

A fair comparison also requires that con- 
sideration should be given to the average 
premiums received by each company, and 
a column has been added showing such 
averages. 

Attention is called to the fact that the 
premium receipts upon which ratios are 
based, are carefully prepared to include 
the same items for all companies, and in 
every case surrender values used to pur- 
chase paid up insurance are excluded. 

The results shown in the totals are ex- 
tremely interesting. The amount con- 
sumed in commissions on first year’s pre- 
miums is about double the expense loading 
provided ; while the renewal commissions 
are comparatively small. In the case of 
some companies the cost of placing new 
business is not wholly shown in the com- 
mission ratio, since it does not include 
salaries to agents and other items of ex- 
penditure on account of current business. 
These expenditures, however, appear in 
the column termed ‘‘ Agency Expenses,”’ 
which perhaps gives a more accurate in- 
sight into the relative amounts spent by 
the different companies in placing business. 

It is interesting to note that of a gross 
mean expense rate of 25.73 per cent, 15 per 
cent is absorbed by agency expenses, 7.58 
per cent by salaries of officials and home 
office expenditures, and 3.15 per cent in 
taxes and other minor expenses not con- 
nected with management. According to 
this exhibit the gross expenditures in 1898 
appear to have absorbed about all the aver- 
age expense loading of the life insurance 
premium. As a whole, therefore, there 
was virtually no profit that year on the ex- 
pense account. 

The results show that expenses in life 
insurance have about reached their limit, 
and that there is a call for retrenchment. 
The main source of waste is in connection 
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with the large commissions on first year’s 
premiums, due to the fact that much of this 
business lapses and entails a loss upon the 
company which cannot be replaced. A 
proposition is now being discussed to de- 
crease these large first year’s commissions 
and bring them within the expense loading, 
equalizing the loss to the agent on account 
of this reduction. by increasing the com- 
mission paid for the renewal of the policy. 
In this way it is believed that the company 
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will be saved the present loss of commis- 
sions in excess of expense loading on ac- 
count of lapses, and that in addition laps- 
ing will be materially decreased by the 
added interest given the agent in securing 
renewals. The sentiment in favor of this 
change seems to be very strong, and if 
it is adopted, it will be interesting to ob- 
serve whether or not its tendency is to re- 
duce the general expense ratio of the com- 
panies. 


THE BEST THOUGHT OF THE BEST MEN. 


Rates of Interest and Life Insurance Reserves : 


In his address before the State Insurance 
Commissioners’ Convention at Detroit, 
in September, Mr. Alexander discussed the 
question of Interest Rates and Life Insur- 
ance Reserves as follows: 

‘* What are the principles to which atten- 
tion should be drawn to-day, with a view to 
concert of action among the companies? 

‘First, I would answer, the rate of inter- 
est to be assumed in computing premiums, 
with a sufficient loading for expenses and 
contingencies. 


‘Until recently, 4 per cent has been con- 
sidered a conservative rate toassume. One 
company had the foresight to adopt a 3 per 
cent basis some years ago, and is entitled 
to credit for the same. Some companies 
have adopted a 31% per cent basis on a part 
of their business. Others have very re- 
cently adopted a 3 per cent basis on a large 
part of their business, and a 3% per cent 
basis on the remainder. A change all 
around to 3 per cent on the new business 
exclusively will ultimately solve the prob- 
lem of a gradual change on all business to 
the new rate, because new business rapidly 
supplants the old, and whatever may be- 
come necessary in regard to a change of 
basis of reserve on the old business, this 
gradual process is in the right direction. 
It is recognized that while some companies 
have enough assets as compared with re- 
serve to make the change on old business 
at once, there are others which would be 
embarrassed if compelled to do so, and it 
would not be equitable to enforce the 
change abruptly without corresponding 
measures making the transition feasible. 

‘‘ There continues adisinclination in some 
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quarters to make the change to 3 per cent 
on all new business. This arises, not from 
lack of conviction that the course is dic- 
tated by prudence and isdesirable, but from 
a reluctance to make the increase in pre- 
miums necessarily involved if the change 
js to be made on a sound basis, and thus to 
remove one of the alluring features which 
help the agent to sell his wares. Here 
competition enters to blind the eyes of 
wisdom. At least, this is my opinion. 

‘“Why is 3 per cent as high a rate as 
should be assumed by conservative com- 
panies? It would seem that the proposition 
needed no argument. It is patent. The 
standard of Massachusetts, the pioneer in 
careful insurance supervision, was 4 per 
cent when 7 per cent was readily obtain- 
able on the best real estate mortgages and 
the best railroad bonds. New York fol- 
lowed suit in 1887, and made the standard 
4 per cent at a time when 6 per cent was 
easily obtainable on high-class securities. 
The margin was not considered any too 
wide. Errors in investment had to be pro- 
vided for. Idle money and money tem- 
porarily held at minimum rates had to be 
provided for. It was never regarded as 
prudent to assume a rate which might prob- 
ably be obtained on the average, but which 
was not by any means certain. 

‘‘An examination of the rates actually 
obtained by the six largest companies re- 
porting to the state of New York in the 
year 1897, shows that they averaged 4.74 per 
cent, while the ruling rate at the same time 
for good mortgages on real estate was 4.80 
per cent, and yet this margin was far greater 
than can be expected now. Money is freely 
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loaned on first-class real estate in New York, 
Boston, Philadelphia, Pittsburg, Chicago, 
St. Louis and other cities, at 4 per cent, 
and even lower rates are accepted in par- 
ticular cases. United States government 
bonds are selling at prices which will yield 
the holders only 2.20 per cent to 2.45 per 
cent upon their investment. 

‘*The better class of railroad securities 
are selling on a 3 to 3% per cent basis. 
quite a large number of the railroad com- 
panies in the country have been engaged 
in refunding their bonds as they mature by 
the issue of 3% per cent bonds, and in the 
case of the Chicago & Alton and others, 
are issuing 3 percent bonds. The 3% per 
cent bonds so issued are selling at a pre- 
mium of from 6 per cent to 10 per cent. 
Municipal bonds of some of the largest of 
our cities are selling on a basis of 2.90 per 
cent to 3.15 per cent, and even bonds of 
smaller cities well located sell readily upon 
a basis of 3.05 per cent to 3.25 per cent. 

‘Savings banks throughout the country 
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have quite generally been obliged to cut 
down the rate paid to depositors to corres- 
pond with the recognized decline in the 
rates obtainable on good investments. This 
rate, which a few years ago comparatively, 
stood at 5 per cent, has been reduced to an 
average of 3% per cent, although there are 
many of the savings banks still paying 4 
per cent on small deposits, they being able 
to do so owing to the great advance in the 
price of securities held by them as invest- 
ments. 


“One of our largest life assurance com- 
panies in the east, which had steadily ad- 
hered to a demand of 5 per cent on real 
estate mortgage bonds, has recently an- 
nounced its intention to loan freely at 4 
per cent. We also find that one of the 
large companies in the west, which has 
been loaning money at high rates, and has 
deservedly claimed the credit for earning 
high rates of interest, has within a year, 
loaned millions of dollars on Chicago and 
St. Louis property at 4 per cent.’ 


How To Meet Anti-Compact Legislation: C. H. Woodworth. 


From the address of Mr. C. H. Wood- 
worth, president of the National Association 
of Local Fire Insurance Agents, delivered 
before the Fire Underwriters’ Association 
of the Northwest, Sept. 27, 1899, the follow- 
ing relating to the important question of 
state interference is taken: 

‘Present conditions demand more uni- 
form, consistent and systematic methods of 
rating than generally prevail. Efforts to 
classify the business and compile records 
of losses and premiums upon each class for 
the purpose of finding the fire cost, which 
is the necessary basis of equitable rating, 
should not be abandoned. If companies 
will not join in a general and comprehen- 
sive work of this kind, they should at least 
take it up in the anti-compact states, for no 
uniform rating is likely to be permitted 
there unless based upon actual data, reason- 
ably complete and entirely intelligible. If 
such work is not in accord with the func- 
tions of the Fire Underwriters Association 
of the Northwest, is it not advisable that 
the union and the non-union companies 
should appoint committees to jointly plan 
and put in operation a system of classifica- 
tion and records which may be used as a 
basis for uniform rates—where such rating 


is permitted by the state—by such com- 
panies as may choose to use them. Where 
the use of such data for making uniform 
rates is not allowed by the state it might 
be used as a basis for each company to 
establish its own danger line. The classi- 
fication should be as simple and as easily 
to be understood as possible, and the infor- 
mation compiled should be open to all and 
published at stated periods. The interest 
of the policy holder in the fire waste, and 
his need of equitable and uniform rates can 
be brought home to him by such data. 

‘‘In some of the anti-compact states at 
least it is probable that such work would 
have to be done by local agents under such 
guidance and supervision of managers and 
fieldmen as may be necessary, and as may 
be permitted by state authority. All of us 
probably agree that there is too much 
ignorance and misinformation prevalent 
regarding our business, and that it is im- 
perilled thereby. The classification of 
hazards and the records of premiums and 
losses thereon, would make a good text 
book to use in overcoming this condition. 
From information at hand it seems that 
educational work is considered by man- 
agers generally to be a function of local 
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agents; and property owners and voters 
are more likely to listen to agents whom 
they know, than to strangers or those who 
are more directly connected with the com- 
panies. I am confident that our associa- 
tion will do what it can directly and 
through the state associations, along the 
educational line, provided it is assured of 
your hearty co-operation. This seems to 
me an opportunity and responsibility that 
should not be disregarded. 


‘‘My observations at the conference of 
Gov. Sayres not only impressed me with 
the gravity of the insurance situation, 
especially in the states where the hostility 
to trusts is most aggressive, but also with 
the evident possibility of relieving our 
business from the effect of such hostility. 
In addition to the governors and attorneys 
general, there were present at the confer- 
ence congressmen, judges, state legislators, 
editors and other prominent citizens, and I 
think that we should consider that their 
views fairly represent the sentiments of the 
people. But one speaker in the conference 
spoke unjustly of insurance companies, and 
his reference to them was received without 
applause by the audience. In private con- 
versations the members expressed sym- 
pathy for the local agents and evinced a 
willingness to treat the companies fairly. 
From these indications it is not unreason- 
able to suppose that there is a possibility 
of obtaining some mitigation of the hard- 
ships prevailing in those states. Weshould 
not hope, however, that this can be done 
unless the matter is handled courteously, 
fairly, and openly. 

**The educational work should begin with 
the agents, as all will admit. A State 
official at St. Louis said in conversation, 
“Tf insurance is not a trust, why should a 
local agent say in reply to the question 
‘Why is my rate one and one-half per cent?’ 
‘I don’t know, the insurance trust makes 
the rates.’’’ Another interesting item on 
this point is the fact that the governor who 
has prosecuted the companies most unre- 
lentingly is himself interested as partner 
in a local Agency. A few fool-agents can 
destroy or neutralize the educational work 
of hundreds of sane and honorable agents. 
One premium-snatching fieldman can ap- 
point enough incendiary agents in a State 
to drive us all out of the business. When 
we contemplate the fact that one greedy 
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manager or fieldmen can in a State where 
rates are being maintained without agree- 
ment, wipe out a million dollars of pre- 
miums in a week, we appreciate the danger 
we are all in, and the responsibility rest- 
ing upon everyone of us. This possibility 
suggests a tacit agreement if nothing more, 
among all engaged in the business, that 
the man, be he high or low, union or non- 
union, who shall apply the torch to the 
powder magazine, shall be stripped of his 
honor, and made to disgorge his foully se- 
cured premiums. It is hardly conceivable 
that anyone will assume the responsibility 
of precipitating a rate war in these storm 
centres, but if the future develops such an 
incendiary, let his guilt be established, and 
then without threats or bluster pass the 
word along the line, and let the shrinkage 
in premiums begin, and be continued at 
every agency of his company. 

‘* Rates will continue to shrink and losses 
and adverse legislation to increase, unless 
there is a halt in the appointment of in- 
competent and vicious agents, and unless 
the number of those of both classes which 
are already in the business is considerably 
reduced. All the powers on earth cannot 
secure a general enlistment of local agents 
for the preservation of the business while 
companies are to be found who limit their 
agents in a given field to the number of 
men they can induce to accept their sup- 
plies, and who will write business located 
anywhere for anybody. Agents cannot en- 
thusiastically lead a forlorn hope against 
the enemies of the business, while man- 
agers and fieldmen are pouring into the 
agency ranks a deadly cross-fire from flank 
and rear. 


‘*In considering inimical legislation, we 
should not overlook the fact that when 
State officials talk agreeably, or even favor- 
ably, it does not follow that they will take 
the initiative in placing the insurance busi- 
ness in the right light before the people, 
nor in efforts to secure the legislation we 
need. Statesmen are all politicians, and 
politics is a business that keeps anyone 
who is engaged in it so busy in trying to 
satisfy his supporters that he has little time 
and strength to devote to matters that will 
not effect his political future. This is not 
a criticism of men in office, or of those 
seeking office; it is simply a statement of 
conditions that prevail, and that will con- 
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tinue until we all become angels. This 
being the case, if the legislative needs of 
the business are secured, it must be through 
the constituents of legislators; the local 
agents, and the necessary legislation can- 
not be obtained by a few agents even if 
they are the best in the State. It is num- 
bers that count in politics, and there should 
be an organization in each State, including 
all the agents therein. We think our 
association is adapted to the work of oppos- 
ing restrictive and destructive legislation, 
and hope that unless a better organization 
can be formed immediately, our services 
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will be accepted. If we are todo this work 
we shall need your hearty and practical 
assistance. Our members have neither the 
time nor the means to thoroughly canvass 
for membership, and it is very difficult for 
us to reach the village and country agents 
who are a power in politics. Here is the 
opportunity of fieldmen. Their other 
duties bring them in touch with all the 
agents, and none so well as they can ex- 
plain to them the purposes of our associa- 
tion, nor so well impress them with the 
fact that it has the approval of both field- 
men and managers.”’ 


BOTH SIDES OF THE TRUST PROBLEM. 
The Trust Should Be Annihilated: Hon. Hazen D. Pingree. 


Of all the opponents of so-called indus- 
trial trusts, none are better qualified to 
speak for that side of the question than the 
able Governor of Michigan. Mr. Pingree 
is not only a politician, but a student of 
social and political economy, and his words 
upon this burning question, whether uttered 
from the standpoint of the politician or the 
economist, will not fail to carry weight. 
Among the many men of national repute 
who addressed the recent conference held 
in Chicago, to consider the question of in- 
dustrial trusts from all sides, none com- 
manded more attention than Mr. Pingree. 
The subject of his remarks was ‘‘ The Effect 
of Trusts Upon Our National Life and Citi- 
zenship.’’ As indicated by his text, he treat- 
ed the question more in its social, than com- 
mercial aspect, holding that its commercial 
phase had been over-emphasized, and its 
social effects neglected... He placed man- 
hood above all else, and condemned in- 
dustrial concentration because it destroyed 
individual opportunity, independence and 
ambition. In elaborating his argument, he 
said : 


“‘The strength of our republic has always 
been in what is called our middle class. 
This is made up of manufacturers, jobbers, 
middle men, retail and wholesale mer- 
chants, commercial travelers and business 


men generally. It would be little short of 
calamity to encourage any industrial devel- 
opment that would affect unfavorably this 
important class of our citizens. 

‘Close to them asa strong element of our 


people are the skilled mechanics and arti- 
sans. They are the sinew and strength of 
the nation. While the business of the 
country has been conducted by persons and 
firms, the skilled employe has held close 
and sympathetic relations with his em- 
ployer. He has been something more than 
a mere machine. He has felt the stimulus 
and ambition which goes with equality of 
opportunity. These have contributed to 
make him a good citizen. Take away that 
stimulus and ambition and we lower the 
standard of our citizenship. Without good 
citizenship our national life is in danger. 

‘* How does the trust affect them? It is 
admitted by the apologist for the trust that 


it makes it impossible for the individual or 


firm to do business on a small scale. It 
tends to concentrate the ownership and 
management of all lines of business activity 
into the hands of a very few. No one 
denies this. This being so, it follows that 
the independent, individual business man 
must enter the employment of the trust. 
Self-preservation compels it. Duty to his 
family forces him to it. He becomes an 
employe instead of an employer. His 
trusted foremen and his employes must 
followhim. Personal identity islost. They 
become cogs and little wheels in a great 
complicated machine. There is no real 
advance for them. They may perhaps be- 
come larger cogs or larger wheels, but they 
can never look forward to a life of business 
freedom. 

‘““The trust is therefore the forerunner, 
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or rather the creator of industrial slavery. 
The effect of the trust upon our national 
life and our citizenship, will not be sudden, 
perhaps. It will rather be a silent and 
gradual change. It may not be observed at 
once, but its influence will nevertheless be 
felt. If our independent and intelligent 
business men and artisans are to be crowded 
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out of existence as a class by the trust 
there is no remedy too drastic for the trust. 
Some may think it too early to sound a 
note of warning of this kind, but the time 
to check an evil tendency is when it first 
shows itself. I favor complete and prompt 
annihilation of the trust — with due regard 
for property rights, of course.’’ 


Economic Aspects of the Trust: John Craham Brooks. 


Among the many practical economists 
who addressed the convention upon the 
trust question was John Graham Brooks of 
Cambridge, Mass. Mr. Brooks is every- 
where recognized as one of the most careful 
and conscientious students of social and 
political economics, wholly without preju- 
dice, and occupying essentially the position 
of an impartial observer of facts and ten- 
dencies. Mr. Brooks’ subject was ‘‘ Are the 
New Combinations Socially Dangerous?’’ 
He stated that the organization of capital 
upon a larger and more centralized basis 
was an industrial evolution, and that if 
properly regulated and safe-guarded would 
render a ‘‘ Social service as essential as the 
college.’’ He thought these combinations 
were still in a crude, clumsy and undevel- 
oped form. Bad management of trusts, he 
said, deprived the public of many of the 
benefits which should accrue from combi- 
nations of productive energy and resource. 

Concerning the political aspects of the 
trust question he stated that it was futile 
to suppose that these combinations could be 
permanently destroyed. He said: ‘‘I pre- 


dict that that party which tries to smash © 


trusts will have more leisure than it wants 
to regret it.’’ 

Mr. Brooks considered that the dangers 
of trusts were infinitely greater on the po- 
litical than on the economic side. He 
said: ‘‘I have not the slightest question, 


that if it became plain to the people that 
the combinations manipulate politics to 
their own private ends and persist in this, 
they will have themselves to thank for 
driving the country further and faster 
into socialism than any and all forces that 
have ever shown themselves in our public 
life.” 

Mr. Brooks stated that the new force 
called ‘‘trusts’’ was a natural growth, the 
outcome of necessity and a public benefit 
under the right conditions. He said: 

‘Men will fight it as they fought ma- 
chinery and with precisely the same results. 
From the United States law of 1890 to the 
various attempts in different states there is 
thus far no hint that these colossal forces 
toward new organic forms can be hindered. 
I believe it to be the beginning of practical 
sense to understand that the new combina- 
tions can in no sense be permanently 
smashed. The real problem, immediate 
and imperious, is how to regulate and guide 
the new force that stands merely for the 
latest stage of industrial growth. If the 
combinations are to work for public as well 
as for private good three things must be 
brought about: 1. Absolute publicity. 2. 
Removal of tariff aids. 3. Abolition of 
railway discriminations. Given an abso- 
lute publicity of facts, and the one domi- 
nating danger — overcapitalization — is 
already half met.’’ 


LETTERS TO 


THE: EDITOR. 


Note. Readers of “Insurance Economics” are invited to take issue with this magazine concern- 
ing any of the questions discussed. What it seeks is light. It recognizes that knowledge comes 


only through a difference of opinion. 


The Northwestern on Uniform Commissions. 


MILWAUKEE, Sept. 25, 1899. 
The September issue of your journal has 
been received, and I confess to a little sur- 
prise when I compare page 142 with page 


160. On page 142 you have published an 
extract from a letter I wrote the Secretary 
of the National Association of Life Under- 
writers, in which I stated in regard to a re- 
duction of first commissions coupled with 
an increase in renewal commissions, that 





OF fe oe a a a 









beginning with the first of January, 1897, 
allthe business of the Northwestern had 
been written on that basis. At the close of 
the extract you have published, I stated 
that the best evidence of the genuineness 
of our opinions was the fact that we had 
put them into active operation with the 
agency force of this Company. 


On page 160 you discuss the position of 
the Equitable in its proposition to reduce 
first commissions and add something to the 
renewals, and you refer to the difficulty the 
Equitable will find in enforcing that propo- 
sition because other companies may not do 
the same thing, and you say, ‘‘The diffi- 
culty which the Equitable is likely to en- 
counter in standing alone is already appar- 
ent.’’ My letter shows that the Equitable 
will not stand alone but has only proclaimed 
a principle that the Northwestern has en- 
forced nearly three years. On the general 
proposition of the adoption of the idea ad- 
vanced by the Equitable how could you say, 
‘‘Among the doubtful companies are the 
Mutual, New York Life and Northwestern,”’ 
and at the foot of the second column, on 
page 160, how could you say, ‘‘ Possibly the 

‘Equitable and the balance of the compan- 
ies, excluding the Mutual, New York Life 
and Northwestern, would be willing to 
enter into an agreement,”’ etc. ? 


A sentence between these two paragraphs, 
in the same column, calls attention to your 
quotation from my letter on page 142. 

The impression page 160 leaves is that 
the Northwestern would not favor the idea 
advanced by the Equitable. You may claim 
that the only doubt you expressed was 
as to whether the Northwestern would 
enter into anyagreement. My letter leaves 
no doubt as to our position on the general 
proposition, and to free the situation from 
any doubt as to the Northwestern’s being 
willing to enter into an agreement with 
other companies, I will merely say that 
under no circumstances would we enter into 
any such agreement. We regulate our 
agency contracts on our own judgment, and 
if the other companies will do the same the 
situation will be relieved and improved. 
An agreement between companies might 
result as unsatisfactorily as the compact 
entered into by many of the companies es- 
tablishing a referee to decide the rebate 

question. The Northwestern never entered 


that combination, and in declining to enter 
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we gave reasons that have been fully justi- 
fied by the experience of the companies 
that entered into the compact. I am not 
aware that any of the companies are satis- 
fied with the practical results of that com- 
pact, and word has gone out that the Equi- 
table has recently withdrawn. 

The Northwestern for many years has 
paid no bonuses and has made no allow- 
ances for rent or anything else. Ouragents 
receive no compensation whatever, either 
directly or indirectly in addition to their 
commissions. If the Equitable had started 
its reform earlier and thereby been nearer 
the Northwestern perhaps it would not now 
feel that it was now compelled to ‘stand 
alone.” 


WILLARD MERRILL. 


[As Mr. Merrill intimates, the comment 
made in ‘‘ Review of the Month”’ concern- 
ing the Northwestern related to its position 
on the question of uniform commissions. 
Mr. Merrill removes all doubt upon that 
point by stating that his company will not 
be party to any agreement upon commis- 
sions. It is true that the first year’s com- 
missions paid by the Northwestern are 
lower than the large majority of companies 
and that its renewal commissionsare higher. 
The position taken by that company in 
January, 1897, deserves to be recorded. It 
should also be stated that there are several 
companies which occupy this more con- 
servative position, and that in that sense 
the Equitable Life does not stand alone. 
—Ep.] 

- 


More Testimony on Rebating. 


WINCHESTER, IND., Sept. 19, 1899. 

Your valuable little paper fell into my 
office as if by magic. I am glad it did, as 
Isee you have several very able insurance 
men aroused over the rebate question. 
What does it all amount to? It amuses 
me when I read in some journal that this 
or that agent has turned in for the month 
$100,000 to $200,000 business, or at the end 
of the year from three to five and even 
eight millions of new business; a very large 
amount of new business on the books to be 
sure, but everyone knows that no single 
manager, or any single special can produce 
that amount of good paid-for business. It is 
out of the question, but it is a compara- 
tively easy matter to go over the country 
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and give away $100,000 a mouth or $1,500,- 
000 per year. 

I know of a $100,000 policy being de- 
livered last year, in Indianapolis, for the 
small sum of $300, or about 10 per cent of 
the real premium. I now have in my office 
a $5,000 policy issued by a well-known com- 
pany, on which there was never a cent paid. 
The letter of W. Witcher Keen of Indianapo- 
lis, Ind., in your August number, is only too 
true. No one need tell me that the officials 
of these companies do not know that busi- 
ness is being given away; they cannot help 
but know it, and when one of these head of 
the list men comes along, the company offi- 
cials lift their hats to him. On the other 
hand when the country agent, who pro- 
duces but $10,000 to $25,000 good, every 
cent paid-for business each month, happens 
along, such an agent is met with ‘“ Well, 
how did you get up here?”’ 
not propose to go over the country giving 


I for one do 


away life insurance just to make a record 
and get in debt to my company. With all 
the talk about rebate, I can truly say, Iam 
not troubled with any such a thing, but I 
know of a man, who, after being examined, 
asked my agent how much of a rebate he 
was going to give him, and when my agent 
informed this man that not one cent would 
be rebated, the prospect would not allow the 
policy to come down, saying he could get 
one-half or more off froma ‘“‘special.’’ It 
was a $5,000 policy with a premium of $198. 
I know my agent has not rebated a cent to 
any one, therefore rebating does not effect 
my territory except when evaded by some 
‘‘special’’ to give away a large amount of 
business. 

Rebate: What is Rebate? It is nothing 
more than a cut price on a line of goods 
known as life insurance. If a life insur- 
ance merchant sees fit to reduce the cost to 
the outside world, therefore lessening his 
profit, as would be the case with the dry- 
goods man, whose business is it any way? 
In New York and larger cities, agents tell 
me that they would not think of asking a 
man full price fora policy. One agent told 
me, while in New York the other day, that 
he was giving 80, 85 and 95 per cent off for 
business. The officials of the companies 
know this is going on, but out in the country 
where we collect full premiums and only 
sell a small amount of good insurance each 
year, we are berated for not producing a 
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larger volume, when in reality we have se- 
cured and sent the company more “real 
cash ’’ than many of the men whose names 
are on the honor list as large producers. 
Whenever the large companies commence 
to look for quality and not for quantity of 
business, and select men on this basis, then 
they will get the best class of business. 
There are good men who can be employed 
in the insurance business. Such men can 
be secured and retained if not pressed out 
of the business by a ‘‘Special’’ with a large 
salary and only ten per cent to pay the 
company for policies secured. The rebate 
will not trouble the companies as much as 
the results in subsequent years. Business 
secured in this way hardly ever stays on 
the books longer than one year, and the ex- 
pense of placing this large volume must 
come from somewhere. And where does it 
come from? The old and honest policy 
holders. Asa result dividends are falling 
off; cash paid on policies at maturity is 
much less than the policy holder expects, 
and in many cases had a right to expect. 
When the companies begin to see which 
can place the most good, honest business 
on its books then the dividends will in- 
crease, the expense will be less, and the 
policy holder will be better pleased. Let 
the honest agent send in his little $5,000 or 
$10,000 of good business each month, and 
do not scold him for not getting $50,000 or 
$75,000 which is never paid for. Takeaway 
high-flying ‘Specials’? and ‘‘ Traveling 
Givers Away of Business.’’ Then there 
will be some practical improvement in our 


work. 
AMBROSE H. WELLS. 


SUBSCRIPTION BLANK. 





Publisher Monthly Journal of Insurance Economics 
66 Franklin St., Boston, 


Enclosed find One Dollar for which send 
the ‘* Monthly Journal of Insurance Econom- 
ics’? to the undersigned for one year from 


Name 


Address 








